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Current  Events 


Australia's  Diplomatic  Debacle: 
A  Lesson  for  Indonesia 

Teuku  Rezasyah 


Introduction 

HAS  Australia  returned  from  the 
brink?  Canberra  recently  found 
herself  in  a  debacle,  as  she  failed 
to  gain  one  of  the  ten  nonpermanent  seats 
allocated  in  the  United  Nations  Security 
Council.  It  was  a  severe  blow,  as  she  had 
high  hopes  of  representing  the  West 
European  and  other  states  group  (along 
with  Sweden),  and  believed  that  she  would 
easily  defeat  Portugal  in  the  process. 

Paradoxically,  the  result  was  against 
Canberra.  Despite  pre-poll  claims  that  she 
had  solid  support  from  125  of  the  185 
UN  member  nations,  Sweden  led  the  first 
round  of  the  three-way  ballot  with  153 
votes  and  consequently  entered  the  Coun- 
cil. Portugal  defeated  Australia  112  votes 
to-91,  however,  as  she  failed  to  gain  the  re- 
quired two-thirds  support  (121  votes)  from 
the  UN  General  Assembly,  the  procedure 
required  a  second  ballot.'  At  this  point, 
Australia  only  managed  to  gain  57  votes 


'Michel  Dwycr  and  Brian  Halo,  "Watch-Hunt 
Begins  After  UN  Poll  Defeat",  Australian  Finan- 
cial Review,  23  October  1996. 


to  Portugal's  124,  so  this  saw  the  latter 
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follow  Sweden  mto  the  Council. 

The  Australian  government  not  only 
found  itself  totally  humiliated  but  also 
had  to  face  questions  from  the  Opposition 
on  the  country's  international  credibility. 
This  was  also  a  personal  blow  for  Foreign 
Minister  Alexander  Downer  and  the  Aus- 
tralian Ambassador  to  the  UN,  Richard 
Butler,  as  the  final  ballot  had  reached  only 
40  per  cent  of  their  prepoll  estimation. 
Also,  the  two  year  campaign  itself  had  cost 
an  excess  of  half  a  million  dollars. 

What  can  we  learn  from  the  Australian 
debacle?  Was  it  a  matter  of  power  politics? 
How  did  Portugal  manage  to  defeat  Aus- 
tralia so  convincingly?  This  article  will  trace 
the  diplomatic  irregularities  behind  the 
Australian  diplomacy,  and  will  explain  how 
Indonesian  can  learn  from  the  October  96 
episode. 


^lamcsh  Thakur,  "IJN  Scat  Would  Only  Blur 
Policy  Vision",  Australian  Financial  Review,  25 
October  1996. 

"'Michael  Dwycr  and  Brian  Hale.  "Watch-Hunt 
Begins". 
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The  Might  of  Portugal 

Portugal's  recent  diplomacy  in  the  UN 
was  unique.  She  combined  a  low  profile 
approach,  a  capacity  to  handle  regional  is- 
sues, and  a  readiness  to  use  resources  to 
achieve  her  objectives.  Since  the  beginning 
of  her  campaign  to  gain  a  seat  on  the  Se- 
curity Council,  Portugal  identified  herself 
as  an  underdog  who  had  served  only  once, 
and  high-lighted  the  fact  that  Australia 
had  been  a  part  of  the  Council  on  four  oc- 
casions (1946-47, 1956-57, 1973-74,  and  1985- 
86).^ 

Unlike  Australia,  who  identified  her- 
self as  a  middle  power,  Portugal  confirmed 
her  status  as  a  small  country  with  no  am- 
bitions of  middle  power  leadership.  New 
Zealand  had  successfully  gained  a  place 
on  the  Council  in  1992  by  following  a 
similar  strategy.  Keeping  in  mind  Aus- 
tralia and  Sweden's  joint  campaign  for  the 
seats,  Portugal  asked  others  to  honour  their 
commitments  to  the  previous  two  coun- 
tries in  the  first  round,  but  to  give  their 
votes  to  her  in  the  latter  rounds.  The  re- 
sult was  a  sympathy  vote,  as  the  other  UN 
member  nations  were  prepared  to  give  Por- 
tugal a  second  term. 

Australia  had  the  right  to  accuse  Por- 
tugal of  practising  dirty  tricks  behind 
closed  doors,  as  it  was  reported  that  six 
African  states  with  financial  obligations 
to  the  UN  had  their  debts  paid  by  Por- 


''Samucl  Makinda,  "Power  Play  Wins  The  Day 
for  Underdog",  iVesl  Australian,  24  October  1996. 
Consult  also  Michael  Dwycr,  "Bid  Again  for  UN 
Seat,  Labour  Urges",  Australian  Financial  Review^ 
24  October  1996,  p.  8. 

'Thalcur,  "UN  Scat  Would". 


tugal  only  days  before  the  ballot.  Some 
UN  observers  confirmed  the  rumors,  claim- 
ing that  personal  gifts  and  gold  Rolex 
watches  were  distributed  in  the  General 
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Assembly  prior  to  the  voting. 

However,  if  we  look  deeper,  we  will  find 
that  Portugal  has  worked  very  smoothly 
in  Africa,  a  region  which  was  relatively 
untouched  by  Australia.  Eventhough  Por- 
tugal's GNP  is  much  lower  than  Australia's, 
she  has  a  larger  diplomatic  network  than 
Canberra;  who  has  only  five  diplomatic 
posts  servicing  32  countries.  The  diplo- 
matic posts  were  thus  unable  to  effectively 
broadcast  Canberra's  aspirations,  and  also 
had  problems  in  understanding  the  pol- 
itico-strategic circumstances  of  their  sur- 
roundings. To  compensate  for  these  prob- 
lems, Canberra  had  sent  the  veteran  Mal- 
colm Fraser  to  garner  support  from  the 
African  region.  While  this  move  gained 
international  prestige  for  Australia,  it  did 
not  affect  the  Portuguese,  as  they  had 
been  working  very  effectively  at  the  ground 
level.  At  the  same  time,  Australia's  reli- 
ance on  foreign  media  and  powerful  allies 
only  made  it  difficult  to  gain  support 
from  the  region  for  its  campaign. 

For  countries  with  massive  economic 
problems,  Portugal  has  committed  herself 
to  play  a  bridging  role  to  the  European 
Union.  Since  then,  the  majority  of  African 


*  .  "Taking  It  On  The  Chin"  (Editorial), 

in  The  Age,  24  October  1996.  Consult  Michael 
Dwyer  and  Brian  Hale,  Watch-Hunt  Begins. 

^James  Dunn,  "UN  Snub  Exposes  Image  Prob- 
lems", Sydney  Morning  Herald,  23  October  1996. 
Check  Don  Grccnlces,  "UN  Bids  Splits  Diplomats, 
Analysts".  Weekend  Australian,  26-27  October 
1996. 
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countries  began  to  see  Portugal  moving 
away  from  the  autocratism  of  the  past, 
to  democracy.  This  saw  Portugal  begin  to . 
gain  the  respect  of  her  former  colonies 
(Angola,  Mozambique  and  Guinea-Bissau), 
who  had  fought  against  her  in  the  past 

g 

for  their  independence. 

Another  supporting  factor  was  the  East 
Timor  issue,  which  came  to  international 
attention  only  two  weeks  prior  to  the 
voting.  While  the  Nobel  Prize  awards  went 
to  Bishop  Carlos  Ximenes  Bello  and  Jose 
Ramos  Horta,  the  media  broadcast  that 
Australia's  pro  Indonesian  policy  was 
against  the  UN's  position  on  the  issue  of 
East  Timoreses  self  determination.  This 
showed  Portugal's  willingness  to  follow 
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UN  policy  in  this  matter  in  a  good  light. 

For  Jose  Ramos  Horta,  Australia's  pro- 
Indonesian  stance  was  a  major  factor  be- 
hind her  defeat. '°  The  issue  was  again 
confirmed  by  a  spokesman  for  the  French 
mission  to  the  UN,  who  said  that  Aus- 
tralia's loss  had  nothing  to  do  with  her 
campaign  against  the  French  Nuclear 
Testing  in  the  South  Pacific  in  1995. 


James  Dunn,  "UN  Snub  Exposes". 

'Xhe  seriousness  of  the  East  Timor  problem 
in  the  United  Nations  was  revealed  in  a  private 
interview  with  Samuel  Makinda,  on  24  October 
1996.  Consult  also  Makinda,  "Why  Good  Citizen 
Australia  Lost  The  Global  Power  Play".  (Forth- 
coming) in  Current  Affairs  Bulletin,  New  South 
Wales,  Australia. 

'"Randal  Markcy,  "PM  Seeks  Answers  On  UN 
Vote  Rebuff',  West  Australian,  24  October  1996. 

"Alan  Attwood,  "Vote  Loss  Shows  Up  System, 
Says  NZ",  Sydney  Morning  Herald,  24  October 
1996. 


Perhaps  the  best  explanation  for  Por- 
tugal's success  was  the  solid  bloc  of  39 
European  votes.  Apart  from  broadcasting 
her  contribution  to  the  peace  settlement  in 
Bosnia  to  her  Western  counterparts,  Portu- 
gal also  exploited  her  position  to  win  votes 
from  countries  in  Eastern  and  Central 
Europe,  who  wanted  to  enter  the  European 
Union. 


What's  Wrong  With  Australia? 

As  foreign  policies  begin  at  home,  it 
is  interesting  to  examine  the  intricacies 
behind  Australia's  domestic  problems  and 
the  operation  of  her  diplomacy  prior  to 
October  1996.  To  begin,  her  prestige  was 
already  damaged  in  Asia,  as  she  had  can- 
celled the  Development  Import  Finance 
Facility  (DIFF)  program,  and  reduced  aid 
in  general  to  the  region  before  the  voting 
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for  the  Security  Council  seats  took  place. 
Eventhough  these  moves  had  afiFected  her 
relationship  with  Indonesia,  Jakarta  did 
not  stand  in  the  way  of  her  campaign. 
Nevertheless,  she  had  lost  credibility  in 
the  eyes  of  China,  the  Philippines  and  Viet- 

14 

nam. 

It  was  impossible  for  China  to  vote 
for  Australia  as  she  was  very  critical  of  the 
way  Australia  had  accepted  the  Dalai  Lama, 
as  well  as  Australia's  ardent  commitment 
to  broaden  her  security  relationship  with 


'^Consult  Thakur,  "UN  Scat  Would";  Dunn. 
"UN  Snub  Exposes"  and  Makinda,  "Power  Play 
Wins". 

'Vhakur,  "UN  Scat  Would". 

"•Crcg  Sheridan,  "Why  We  Need  A  Regional 
Plan",  Weekend  Australian,  26-27  October  1996. 
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the  United  States.  Next  to  this,  Australia's 
automatic  support  of  the  US  missile  strikes 
on  Iraq  in  September  1996,  had  destroyed 
the  likelihood  of  votes  from  the  Middle 
Eastern  countries.  The  latter  were  extremely 
critical  of  the  way  the  US  had  interpreted 
the  UN  resolution  regarding  Iraq. 

Furthermore,  countries  in  Southeast 
Asia  and  Northeast  Asia  have  already 
examined  John  Howard's  inability  to  act 
decisively  and  forcefully,  on  the  issue 
of  racism  promulgated  by  one  of  the 
country's  independent  MPs  (Pauline 
Hanson).  As  the  issue  itself  ran  longer, 
it  has  gained  more  and  more  interna- 
tional coverage.'^  Above  all,  the  living 
conditions  of  the  Aboriginese  were  also 
monitored  by  the  international  commu- 
nity, who  began  to  criticise  Australia 
for  concentrating  more  on  international 
human  rights  abuses. 

At  a  larger  scale,  John  Howard  could 
feel  pleased  with  the  latest  Comprehen- 
sive Test  Ban  Treaty  (CTBT),  as  the  Gen- 
eral Assembly  had  approved  the  Aus- 
tralian stance  by  158  to  3  votes.  Neverthe- 
less, the  international-  respect  itself  was 
counter  productive,  as  Australia  found  her- 
self being  held  up  as  the  pawn  of  Wash- 
ington. In  fact,  alot  of  UN  members  object- 
ed to  see  the  US  gaining  automatic  sup- 
port in  the  Council.'^  By  not  supporting 
Australia,  the  European  Union  symbolized 
their  disagreement  with  the  United  States' 


"sheridan,  "Why  Wc  Need". 

'*  ,  "  Taking  It  On  The  Chin"  (Editorial). 

"Duncan  Campbell,  "Clinton  Gives  PM  Chance 
To  Save  Face",  Weekend  Australian,  26-27  October 
1996. 


foreign  policies,  as  Australia  was  known 
to  be  supportive  of  American  global 
leadership.'* 

Tragically,  despite  Australia's  support 
of  President  Clinton's  disarmament  pol- 
icies, which  culminated  in  the  latest  CTBT, 
the  US  herself  did  not  support  Australia's 
bid  wholeheartedly.  For  Clinton  in  par- 
ticular, a  commitment  'for  global  disarma- 
ment has  had  a  positive  impact  during  the 
latest  Presidential  campaign. 

What  Can  Indonesia  Learn? 

First,  the  Australian  debacle  should 
convince  Indonesia  of  the  need  to  reform 
the  UN.  In  This  case,  two  seats  reserved 
for  the  West  European  and  other  states 
group  were  contested  by  Australia,  Por- 
tugal and  Sweden.'^  This  means  that  Aus- 
tralia fought  for  the  wrong  region,  and 
had  to  deal  with  two  contestants  who  are 
from  the  region.  As  Australian  diplomacy 
has  mainly  been  focused  on  the  Asia 
Pacific  region,  the  West  European  cam- 
paign was  in  fact  counter  productive.  For 
New  Zealand's  Ambassador  to  the  UN, 
Michael  Powles,  Australia's  debacle  high- 
lighted the  inappropriateness  of  the  exist- 
ing regional  grouping,  that  saw  Australia 
and  New  Zealand  grouped  with  the  West 
European  nations,  eventhough  they  are 

^  .  20 

a  part  of  the  South  Pacific  region. 

Second,  to  be  effective,  a  country's 
diplomacy  should  target  various  issues 


Markey,  "PM  Seeks  Answers  on  UN  Vote 
Rebuff'. 

"Makinda,  "Power  Play  Wins". 
^Vttwood,  "Vote  Loss  Shows". 
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and  countries  simultaneously.  All  coun- 
tries should  keep  in  mind  that  they 
should  invest  more  on  bilateral  and  re- 
gional affairs,  rather  than  grandiose  global 
initiatives.^'  Unlike  its  predecessor,  the 
Howard  government  was  not  particular- 
ly inclined  to  pursue  multilateral  diplo- 
macy. John  Howard  cancelled  a  planned 
trip  to  India,  which  showed  a  lack  of  com- 
mitment to  deal  with  the  South  Asian  re- 
gional leader.  Again,  when  the  Philippines 
Vice  President,  Joseph  Estrada,  spoke  at  a 
Sydney  business  luncheon  in  late  Septem- 
ber this  year,  no  Cabinet  members  attended 

22 

the  venue. 

Third,  taking  into  account  Indone- 
sia and  Australia's  close  bilateral  as- 
sociation (since  the  1995  Security  Agree- 
ment), the  debacle  should  be  seen  as  a 
diminution  of  Indonesian  influence  in 
the  Security  Council.  Indonesia  should 
have  worked  closely  behind  the  scenes, 
to  smooth  Australia's  path  onto  the  Coun- 
cil. Learning  from  James  Ryadi's  personal 
diplomacy  in  Washington,  other  conglo- 
merates actively  seeking  business  oppor- 
tunities in  Africa  and  Latin  America  should 
have  targetted  several  states;  without  wait- 
ing for  the  Cabinet  approval.  In  short,  if 
Indonesia  had  made  more  of  an  effort  to 
help  Australia  in  these  ways,  Portugal's 
path  could  have  been  made  more  difficult. 

Fourth,  the  former  Secretary  of  the 
Australian  Department  of  Foreign  Af- 
fairs and  Trade,  Professor  Stuart  Harris, 
himself  believed  that  countries  should 


''Orccnlces,  "UN  Bid  Splits" 
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As  a  clearer  example  of  how  power  play  among 
states  work,  consult  Maicinda,  "Power  Play  Wins" 
and  Sheridan,  "Why  We  Need". 


avoid  action  and  policy  initiatives  which 
are  based  on  an  inflated  perception  of 
their  ovm  influence.^^  This  meant  that  Ho- 
ward should  have  refrained  from  trying 
to  emulate  the  Keating  government's  in- 
ternational successes. 

Fifth,  it  is  difficult  to  garner  tradi- 
tional allies  in  a  rapidly  changing  stra- 
tegic environment.  While  New  Zealand 
single  handedly  involved  herself  in  Aus- 
tralia's campaign  and  lobbied  for  votes, 
many  countries  promised  Australia  one 
thing,  and  then  delivered  another.^"* 

Finally,  it  is  ironic  that  Portugal  entered 
the  Council  after  Indonesia  stepped  down. 
Although  Portugal  cannot  operate  power 
politics  like  the  great  powers,  she  can  ex- 
ploit her  position  to  broadcast  human 
rights  abuses  and  economic  inequality 
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in  the  Third  World.  As  a  result,  Portugal 
will  give  special  assessment  to  any  socio- 
economic developments  in  East  Timor, 
and  will  not  hesitate  to  ask  for  support 
from  the  UN.  To  a  lesser  extent,  all  Indo- 
nesian policies  regarding  East  Timor  would 
not  remain  unnoticed  by  the  international 
community,  especially  by  the  remaining 
30  UN  members  who  are  geographical- 
ly smaller  than  East  Timor. 

Conclusion 

The  inclusion  of  Portugal  in  the 
United  Nation's  Security  Council  should 


"Orccnlcss,  "UN  Bid  SpUts". 

^^Consult  Attwood,  "Vote  Loss  Shows";  and 
Editorial,  "Taking  It  On  The  Chin". 

^'Samucl  Makinda.  "Kenya  To  Shape  Global 
Politics",  Daily  Nation  (Kenya),  26  October  1996. 
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have  forced  Indonesia  to  reexamine  her 
current  state  of  relationship  with  her  tra- 
ditional partners  and  multilateral  organ- 
izations. Next  to  this,  a  successful  ini- 
tiative in  the  United  Nations  requires  a 
stable  domestic  environment  and  con- 
sistency in  foreign  policy  making. 
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Ethnic/Religious/Cultural  Challenge 
to  National  Security:  The  Indonesian  Case* 

J.  Soedjati  Djiwandono 


ETHNIC,  religious,  and  cultural  fac- 
tors have  relevance  to  national  se- 
curity in  the  sense  that  they  can 
pose  a  threat  to  the  very  survival  of  Indo- 
nesia as  a  nation-state.  The  reason  is  sim- 


Paper  presented  at  the  Tenth  Asia  Pacific 
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pie.  Before  independence,  what  is  now  un- 
derstood as  the  "Indonesian  nation"  was 
non-existent.  What  did  exist  were  ethnic, 
racial,  cultural,  religious,  and  linguistic 
groupings  such  as  the  Javanese,  Bataks, 
Minangkabaus,  Ambonese,  Acehnese, 
Sundanese,  and  dozens  of  other  groups, 
which  were  each  a  "nation"  in  the  narrow 
sense  of  the  word. 
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Everyone  of  these,  however,  was  only 
to  be  understood  as  a  "nation"  in  the  eth- 
nic, racial,  linguistic,  cultural,  and  often 
partly  religious,  but  never  in  the  political 
sense.  That  is  to  say,  none  of  these  groups 
was  associated  or  identified  with  the  exist- 
ence of  a  state.  Some  were,  and  are  even 
today  to  a  lesser  extent  than  before,  iden- 
tified with  particular  regions.  Thus  the  Ja- 
vanese are  the  people  of  Central  and  East 
Java,  the  Sundanese  in  West  Java,  the 
Minangkabaus  in  West  Sumatra,  the  Am- 
bonese  on  the  island  of  Ambon,  the  Aceh- 
nese  in  Aceh,  the  Bataks  in  Tapanuli,  etc. 


Concept  of  Nationhood 

There  was,  nevertheless,  one  thing  in 
common  among  them  all,  that  is,  they  were 
all  under  the  same  Dutch  colonial  rule,  and 
all  of  them  wanted  to  be  free  from  it.  One 
exception  now  is,  of  course,  the  East  Ti- 
morese. So  the  big  question  for  the  found- 
ing fathers  of  independent  Indonesia  was, 
what  of  which  nation  was  to  be  liberated 
from  Dutch  colonial  rule?  The  administrative 
boundaries  were  less  of  a  problem,  although 
at  some  stage  it  was  also  an  issue  of  debate. 
The  boundaries  or  the  territories  were  to 
be  exactly  the  same  as  the  boundaries  and 
territories  of  the  Netherlands  East  Indies. 

It  was  thus  the  determination  among 
the  members  of  the  "Indonesian"  nationalist 
movement  for  independence  representing 
those  hundreds  of  different  "national" 
groups  to  form  a  new  nation,  the  Indone- 
sian nation,  to  pave  the  way  for  the  estab- 
lishment of  an  independent  Indonesia  as 
a  nation-state.  This  determination  was  ex- 
pressed in  what  is  now  known  in  Indone- 


sian modern  history  as  the  "Youth  Pledge" 
of  28  October  1928.  It  was  on  that  day  that 
youth  leaders  of  the  Indonesian  nationalist 
movement  vowed  to  have  or  to  be  one  na- 
tion, the  nation  of  Indonesia,  to  have  one 
fatherland,  Indonesia,  and  one  national 
language,  the  Indonesian  language.  It  was 
to  be  a  new  nation  primarily  in  the  polit- 
ical sense.  This  is  what  is  implied  in  the 
nation  motto  "Unity  in  Diversity"  {Bhinneka 
Tunggal  Ika). 

In  fact,  however,  the  nation  of  Indone- 
sia was  born  at  precisely  the  same  mo- 
ment the  independence  of  Indonesia,  and 
thus  the  establishment  of  the  Republic  of 
Indonesia  as  a  nation-state  was  proclaimed 
on  17  August  1945.  The  promotion  of  Indo- 
iiesian  nationhood  thus  continued  with 
and  through  the  establishment  of  the  Indo- 
nesian state.  And  therefore,  theoretically 
speaking,  Indonesia  is  not  only  a  nation- 
state,  but  at  the  same  time,  in  the  term  used 
by  Barry  Buzan,  also  a  "state-nation". 

It  is  thus  clear  that  the  very  basis  of  In- 
donesia as  a  nation-state  is  the  unity  of 
the  nation,  which  is  not  conceived  in  eth- 
nic, racial,  cultural,  religious,  linguistic,  or 
regional  terms.  It  has  nothing  to  do  what- 
soever with  such  narrow  backgrounds  or 
affinities.  In  point  of  fact,  even  the  national 
language,  Indonesian,  was  originally  Ma- 
lay, the  language  of  a  minority,  although 
already  a  lingua  franca  for  many  people 
in  the  region,  especially  those  living  in 
the  coastal  areas  and  engaged  in  trade. 
The  nation  of  Indonesia  was  bound  to- 
gether by  their  common  desire  and  as- 
piration to  be  free  from  Dutch  colonialism 
and  to  live  as  one  independent  nation. 
The  ideals  of  national  unity  in  diversity 
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is  subsequently  embodied  in  the  ideo- 
logy of  the  State,  which  is  Pancasila, 
meaning  the  five  principles,  i.e.  belief  in 
God,  nationalism  or  national  unity,  hu- 
manity or  internationalism,  democracy, 
and  social  justice. 

On  that  basis,  the  nation  of  Indone- 
sia in  the  narrow,  cultural  sense,  strictly 
speaking,  never  exists.  One  is  to  talk  about 
Indonesian  cultures  (plural),  not  culture 
(singular).  In  the  mean  time,  Indonesian 
culture  is  something  continuously  in  the 
making,  just  like  the  Indonesian  nation 
itself.  And  it  continues  to  be  enriched  by 
the  various  cultures  of  the  component 
ethnic,  racial,  linguistic,  and  cultural  en- 
tities that  make  up  the  Indonesian  nation. 


Present  Challenge  to  National  Unity 

It  is  understandable  that  national  unity 
and  solidarity  was  much  more  easily  fos- 
tered during  the  last  years  of  colonialism 
and  the  years  of  the  national  struggle 
for  independence  in  the  face  of  colonial 
challenge.  But  once  independence  was 
achieved,  national  unity  has  often  been 
fragile,  especially  whenever  independence 
is  felt  to  be  failing  in  fulfilling  popular 
aspirations  and  expectations,  and  at  least 
those  of  certain  groups  in  society. 

Partly  because  of  modern  communica- 
tion, particularly  in  terms  of  transportation, 
the  growth  and  development  of  the  na- 
tional language,  and  mixed  marriages  (in- 
ter-ethnic, cultural,  and  if  more  rarely,  ra- 
cial), the  Indonesian  nation  continues  to 
change  in  identity.  Therefore,  in  ethnic 
and  cultural  terms,  considerable  progress 


has  been  achieved  in  national  unity  and 
solidarity.  Ethnicity  is  no  longer  a  highly 
sensitive  issue  as  it  used  to  be  in  the  past. 

By  contrast,  however,  in  racial  and  re- 
ligious terms  we  have  not  been  equally 
successful.  In  fact,  we  have  experienced  a 
setback.  Racial  relations,  particularly  in 
terms  of  Chinese-non  Chinese  (so-called 
"nonpribumi-pribumi"  dichotomy)  and  re- 
ligious relations,  particularly  the  Islam- 
non  Islamic  (particularly  Islam-Christian) 
dichotomy,  has  continued  to  be  charac- 
terized by  frequent  tensions  and  some  de- 
gree of  hostility.  It  is  a  sensitive  issue 
that  has  remained  with  us  for  a  long  time 
with  its  ups  and  downs  in  the  post  inde- 
pendence years. 

As  regards  the  racial,  particularly  Chi- 
nese issue,  there  has  continued  to  be  an 
image  of  economic  domination  by  the  Chi- 
nese community.  Indeed,  the  Chinese  In- 
donesian have  mostly  been  engaged  in  bu- 
siness activities.  But  this  has  a  long  his- 
tory since  colonial  times,  when  the  Chi- 
nese community  under  the  Dutch  colonial 
rule  had  been  treated  diJBFerently  from  the 
native  Indonesians,  and  they  were  con- 
fined primarily  to  business  activities. 

This  colonial  policy  has  unfortunate- 
ly been  inherited  by  independent  Indone- 
sia if  unofficially.  Although  in  principle 
there  is  no  discrimination  in  that  no  citi- 
zens, for  whatever  reasons,  are  barred  from 
government  and  military  service,  or  from 
state  universities,  the  practice  is  different. 
Unofficial  discrimination  has  continued  in 
some  quarters.  Under  the  present  New 
Order  regime  there  has  not  been  much 
change.  The  Chinese  community  is  seen, 
rightly  or  wrongly,  to  have  enjoyed  the 
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fruits  of  development  more  than  the  non- 
Chinese,  especially  through  collusion  with 
those  in  power.  This  has  created  jealousy 
and  an  image  of  injustice. 

The  religious  issue  is  no  less  serious. 
From  the  very  beginning  of  independ- 
ence, there  have  been  efforts  to  have  Islam 
as  the  constitutional  and  legal  basis  of 
the  Independent  Indonesian  state.  But  in 
the  face  of  the  colonial  challenge,  a  com- 
promise towards  a  secular  state  was  reach- 
ed in  the  interest  of  the  national  revolu- 
tion for  independence.  After  independ- 
ence, however,  new  efforts  to  realize  that 
theocratic  aspirations  were  made  through 
democratic  process,  namely,  through  the 
Constituent  Assembly  established  through 
general  elections.  But  failing  to  obtain  the 
necessary  majority,  and  hence  the  failure 
of  the  Assembly  and  its  subsequent  dis- 
solution by  President  Soekamo,  efforts  were 
renewed  by  violent  means,  in  the  form  of 
rebellions.  But  these  were  crushed.. 

With  the  destruction  of  the  communist 
party  after  its  abortive  attempt  in  1965,  a 
new  opportunity  seemed  to  present  itself 
for  another  endeavour  to  realize  the  Is- 
lamic aspirations  in  Indonesia.  Hence  what 
has  appeared  as  the  re-emergence  or  re- 
vival, not  of  Islamic  fundamentalism,  but 
of  political  Islam  in  Indonesia.  If  not  eth- 
nic and  cultural  challenge,  racial  and  reli- 
gious issues  do  pose  a  challenge  to  na- 
tional security,  in  the  sense  that  they 
pose  a  serious  thrfeat  to  national  unity, 
and  thus  to  the  very  survival  of  the  Indo- 
nesian nation-state.  At  this  stage,  Indone- 
sia may  not  face  the  danger  of  disintegra- 
tion as  a  multinational  state.  But  in  any 
event,  its  national  unity  is  being  challenged. 


And  this  means  a  challenge,  if  not  yet 
to  its  survival,  at  least  to  its  peace  and  sta- 
bility. 

The  Challenge  of  Social  Justice 

Ethnic,  religious,  and  cultural  challenge 
to  national  security,  however,  is  closely  re- 
lated to  the  problem  of  social  justice.  This 
should  serve,  at  least  in  part,  to  explain  the 
two  kinds  of  challenge  to  national  unity, 
and  thus  to  national  peace,  security,  and 
stability,  which  may  be  interpreted  as  an 
effort  to  find  an  alternative  to  the  existing 
system.  Therefore,  such  efforts  are  often  re- 
garded or  perceived  as  a  challenge  to  Pan- 
casila  as  the  ideology  of  the  state  sym- 
bolizing national  unity.  In  the  case  of  po- 
litical Islam,  efforts  to  realize  its  aspira- 
tions often  openly  take  the  form  of  such  a 
challenge. 

While  the  phenomenon  may  be  part  of 
the  legacy  or  remnants  of  past  Moslem 
aspirations  for  some  sort  of  a  theocratic 
(Islamic)  state  as  briefly  discussed  earlier, 
the  possibility  should  not  be  ruled  out 
that  whenever  a  group  in  society  feels  de- 
prived of  its  proper  rights  and  proper 
place  in  society  and  whose  aspirations  are 
not  sufficiently  accommodated  in  the 
existing  political  system,  rightly  or  wrong- 
ly, it  may  well  be  an  indication  that  the 
existing  system  is  not  working  properly, 
or  that  the  State  does  not  deliver  the 
goods.  Then  an  attempt  may  be  made  to 
channel  its  aspirations  through  some  al- 
ternative system.  And  the  most  effective 
means  of  marshalling  mass  support  for  its 
political  aspirations  through  political  move- 
ment would  be  religious,  and  often  accom- 
panied by  racial,  sentiment. 
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Unfortunately,  while  it  is  often  asserted 
that  in  the  Pancasila  State  there  is  to  be 
no  distinction  between  a  majority  and  mi- 
norities, it  often  seems  to  be  assumed  not 
only  that  there  is  such  a  distinction,  but 
also  that  the  distinction  is  almost  always 
and  primarily  understood  in  terms  of  race 
(not  ethnic)  and  religion,  and  that  an  im- 
pression is  created  as  though  the  majority 
is  entitled  to  certain  social  and  political 
privileges. 

Despite  the  widely  acclaimed  success 
story  of  economic  development  in  Indo- 
nesia, particularly  in  terms  of  economic 
growth,  it  is  generally  felt  that  there  has 
been  a  rapidly  widening  gap  between  the 
rich  and  the  poor.  This  phenomenon  is 
understandably  conspicuous  in  the  urban 
centres.  So  far,  however,  in  dealing  with  the 
problem  of  social  injustice,  too  much  stress 
has  been  given  to  the  problem  of  poverty. 

Social  injustice  has,  of  course,  two  ends 
or  dimensions,  namely  the  extremely  rich 
few  and  the  poor  majority,  and  hence  the 
issue  of  a  "gap".  Therefore,  the  approach 
should  be  two-pronged.  Dealing  only  with 
poverty,  even  if  relatively  successful  in 
itself,  would  not  solve  the  problem  of  so- 
cial injustice,  thus  the  widening  gap  be- 
tween the  rich  and  the  poor,  without 
tackling  the  problem  of  reducing  or  putting 
limits  to  the  accumulation  and  conspicu- 
ous demonstration  of  wealth.  It  is  not  po- 
verty itself,  but  the  gap,  the  disparity  be- 
tween the  rich  and  the  poor  that  is  likely 
to  be  a  threat  to  social  stability.  Thus  it 
seems  high  time  that  the  so-called  "secur- 
ity and  prosperity  approach"  to  develop- 
ment that  has  been  applied  by  the  New 
Order  regime  from  the  beginning  should 
be  changed  to  the  prosperity  approach 


through  justice,  for  only  prosperity  based 
on  justice  can  guarantee  peace  and  sta- 
bility in  society. 

It  can  be  assumed  that  there  will  al- 
ways be  conflicts  of  interests  between 
different  individuals  and  between  groups 
in  society.  And  there  are  basically  two 
ways  of  resolving  such  conflicts.  One  is 
by  use  of  force  or  means  of  violence.  By 
force  the  strong  will  surely  get  the  upper 
hand  and  get  what  they  want  that  serve 
their  own  interests.  But  this  is  not  the 
just  way  of  solving  a  conflict  of  interests, 
just  as  the  communists  would  do  by  des- 
troying all  other  "classes".  When  and  if 
the  position  is  reversed,  however,  and  the 
loser,  the  weak  has  become  stronger,  they 
are  likely  to  avenge  their  losses.  Another 
conflict  would  ensure.  This  would  go  on 
and  on  continually,  and  one  cannot  pos- 
sibly speak  of  peace  and  stability. 

If,  however,  a  conflict  of  interest  is  to 
be  settled  by  peaceful  means,  that  is  to 
say,  by  an  agreement  between  the  indi- 
viduals or  the  parties  involved,  in  most 
cases  most  probably  in  the  form  of  some 
sort  of  a  compromise,  be  it  in  legal  or  po- 
litical sense,  which  is  in  fact  the  principle 
of  justice  at  work,  the  settlement  is  con- 
sidered just.  No  other  or  further  conflict 
is  likely  to  ensure,  for  neither  side  feels 
it  suffers  injustice  by  such  a  (peaceful) 
means  of  settlement. 

Injustice  applies  not  only  to  individuals, 
but  also  to  economic  groups  in  society, 
that  is,  between  the  economically  weak 
and  strong  groups  that  are  actors  in  the 
Indonesian  economy.  And  this  is  often 
related,  unnecessarily  and  I  think  wrong- 
ly, to  differences  in  ethnic  or  racial  ~  par- 
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licularly  Chinese  --  backgrounds  as  dis- 
cussed above.  But  image  and  perception 
are  often  more  important  than  reality.  And 
even  if  it  is  true  that  there  are  many  Chi- 
nese conglomerates,  a  phenomenon  that 
has  a  long  history  since  the  colonial  times, 
there  is  also  a  growing  number  of  so- 
called  "indigenous"  entrepreneurs.  Un- 
fortunately, many  of  both  are  those  usual- 
ly politically  well-connected  groups  in 
society.  Hence  the  issue  of  collusion  be- 
tween business  and  government. 


Indeed,  national  unity  can  only  be 
maintained  on  the  basis  of  social  justice. 
Those  feeling  disadvantaged,  underpri- 
vileged, and  discriminated  against,  are 
likely  to  be  averse  to  unity  with  the  pri- 
vileged. In  fact,  references  or  allusions  to 
ethnic  and  particularly  racial  link  in  the 
dichotomy  between  the  rich  and  the  poor, 
as  well  as  between  the  economically  weak 
groups  and  the  economically  strong  groups, 
has  been  a  setback  as  far  as  the  ideal  of  na- 
tional unity  is  concerned. 


Review  of 
Political  Development 


The  Dynamics  of  Political  Development 
and  the  Urgency  for  the  Revitalization  of 

Political  System 

J.  Kristiadi  and  Nico  Teguh  Budi 


POLITICAL  development  between 
October  and  November  1996  was 
marked  by  an  escalation  of  polit- 
ical temperature.  Several  political  phenomena 
got  out  of  the  authority's  control,  such  as 
the  Situbondo  riot,  polemic  on  the  Nobel 
Prize  for  Peace  awarded  to  Bishop  Belo  and 
his  statement  in  Der  Spiegel  magazine.  There 
were  also  some  criticisms  and  statements 
that  reflected  the  people's  disappointment 
to  the  authority  rule  and  regulation.  These 
political  dynamics  then  called  for  the  urgency 
for  the  revitalisation  of  the  current  political 
system. 

The  Dynamics  of  Political  Develop- 
ment and  Society 

The  increase  of  the  people's  political 
dynamics  is  related  with  the  rising  critic- 
isms and  political  concern  over  the  current 
political  development.  Since  the  July  27  riot, 
people  have  become  more  aware  to  the  pol- 
itical situation  and  specially  to  any  local 


political  phenomenon.  The  wider  public- 
ation of  some  local  political  issues,  such 
as  the  alcoholic  regulation  in  Jakarta,  Si- 
tubondo riot,  Bishop  Belo  controversy  on 
the  Nobel  Prize  and  the  Der  Spiegel  state- 
ment, creates  political  crises  that  in  some 
ways  become  a  national  polemic  threaten- 
ing national  stability. 

The  problem  of  the  alcoholic  regula- 
tion first  occurred  in  Jakarta,  after  the  Re- 
gional Representative  Council  (DPRD  Ja- 
karta) signed  the  draft  of  regional  alco- 
holic regulation  {Peraturan  Daerah  tentang 
Minuman  Keras).  The  administration  of  the 
Special  Territory  of  Jakarta  enacted  this  re- 
gulation to  control  the  distribution  and 
to  reduce  the  crime  rate  which  in  large  mea- 
sure is  influenced  by  the  alcoholic  beverage. 
The  promulgation  of  this  regulation  by  the 
DPRD  then  aroused  protest  from  the  re- 
gional chairman  of  the  United  Development 
Parly  (PPP),  who  then  ordered  the  members 
to  cancel  the  legalisation. 
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Strong  protests  then  emerged  from  some 
Moslem  leaders  and  Islamic  organisations. 
The  chairman  of  the  Indonesian  Ulamas 
Council  (Majelis  Ulama  IndonesialMUl), 
K.H.  Hasan  Basri  even  said  that  this  re- 
gulation means  the  legalisation  of  alco- 
holic distribution,  which  is  in  contradic- 
tion with  Islamic  values.  According  to 
K.H.  Hasan  Basri,  the  government  should 
lay  down  a  regulation  to  stop  the  distribu- 
tion of  alcoholic  beverage  in  Indonesia  first, 
then  make  some  exceptions  for  the  purpose 
of  tourism.' 

Those  protests  were  responded  upon 
slowly  by  the  government,  which  make 
some  people  disappointed.  Several  rallies 
or  mass  actions  were  launched  to  protest 
this  legalisation  by  some  Moslem  youth 
organisations.  This  polemic  also  becomes 
a  public  debate  in  almost  all  newspapers, 
and  then  spread  to  other  areas.  Strong  pro- 
tests also  occurred  in  West  Java,  Central 
Java,  North  Sumatra,  and  in  East  Kaliman- 
tan. This  development  urged  the  govern- 
ment to  respond  by  postponing  and  re- 
vising this  regulation  following  a  dis- 
cussion in  the  Coordinated  Meeting  of  Pol- 
itical and  Security  Affairs  {Rapat  Koordi- 
nasi  bidang  Politik  dan  Keamanan). 

While  the  polemic  on  alcoholic  regula- 
tion had  not  yet  ended,  a  riot  exploded  in 
Situbondo,  East  Java,  the  base  area  of  the 
biggest  Islamic  mass  organisation  Nahdla- 
tul  Ulama  (NU).  This  riot  was  triggered  by 
crowd  dissatisfaction  with  the  prosecutor's 
demand  in  a  district  court,  which  was  con- 
sidered too  lenient.  According  to  Minister/ 
State  Secretary  Moerdiono,  the  riot  broke 


^ Forum  Keadilan,  4  November  1996.  ^9-90. 


out  on  Thursday,  October  10,  1996,  during 
the  trial  of  a  local  Moslem  of  an  obscured 
sect  who  was  charged  with  blasphemy 

2 

against  Islam.  The  prosecutor  requested 
the  court  to  sentence  the  defendant,  Saleh, 
to  five  years  imprisonment,  but  a  mob  of 
around  3.000  people  outside  the  court  build- 
ing was  enraged.  The  crowd  demanded  the 
court  to  mete  out  the  death  penalty  or  hand 
the  defendant  over  to  them. 

The  Situbondo  riot  caused  the  death 
of  at  least  five  people:  70-year-old  Pente- 
costal preacher,  Nim  Sia  Shin  with  his  wife, 
daughter,  niece,  and  a  servant  died  inside 
their  church.  A  number  of  buildings  were 
damaged  in  the  riot  including  25  churches, 
heavy  damaged  Catholic  schools,  Protest- 
ant schools,  a  Buddhist  temple,  and  other 
public  facilities  and  a  number  of  motor- 
cycles and  cars  were  also  burned.  Churches 
were  also  burned  in  nearby  towns,  Besuki, 
Panarukan,  Banyu  Putih,  Asem  Bagus,  and 
Wonorejo. 

The  riot  actually  had  been  detected 
since  the  trial  on  October  3,  1996,  where 
thousands  of  people  then  ran  amok  over 

3 

the  defendant  Saleh  in  court.  The  crowd 
tried  to  hit  and  take  him  over  from 
the  police  on  the  way  to  jail  after  the  trial. 
In  this  incident,  some  policemen,  the  judge, 
and  defendant  Saleh  were  injured,  attack- 
ed by  the  people.  The  crowd  were  calnied 
down  after  the  daughter  of  the  late  cha- 
rismatic leader  of  NU,  K.H.R.  As'ad  Syam- 
sul  Arifin,  Mrs.  Hj.  Aisah  As'ad  ordered 
the  people  to  calm  down  and  go  home. 


^Jakarta  Post,  11  October  1996. 
^Jawa  Pos,  4  October  1996. 
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Some  political  observers  believed  that 
this  riot  had  been  planned  and  the  object- 
ive was  to  remove  NU's  General  Chairman, 
K.H.  Abdurrahman  Wahid  (Gus  Dur)  from 
his  position.  Gus  Dur  is  one  of  the  most  in- 
fluential people  in  Indonesian  democracy 
movements  that  sometimes  opposes  the 
government.  The  indication  that  the  riot 
had  been  planned  was  quite  evident,  be- 
cause it  exploded  in  NU  base  area  without 
any  fundamental  reasons  and  was  not  de- 
tected by  the  military  intelligence.  Ac- 
cording to  the  Army  chief  of  Socio-polit- 
ical Affairs,  Lt.  Gen.  Syarwan  Hamid,  the 
rioters  held  a  preparatory  meeting  for  that 
purpose.  This  indication  shows  that  the 
Situbondo  riot  did  not  happen  by  accident 
as  concluded  by  National  Commission  on 
Human  Rights  {Komnas  HAM)  member,  A.A. 
Baramuli. 

After  the  riot,  Gus  Dur  expressed  his 
deep  apology  because  many  of  the  rioters 
were  NU  members,  and  mentioned  a  num- 
ber of  reasons  that  could  have  triggered 
the  unrest,  including  poverty.  This  initi- 
ative helped  to  ameliorate  the  situation, 
and  some  dialogues  with  other  organisa- 
tions based  on  religion  could  be  held. 

Less  than  one  month  after  the  Situ- 
bondo riot,  the  political  situation  was 


*  Jakarta  Post,  17  October  1996. 

'k.H.  Fawa'id  Syamsul  Arifin,  leader  of  the  As- 
Syafi'iyah  Salaflyah  Islamic  Boarding  School  in 
Asembagus,  Situbondo,  believed  that  the  riots  were 
partially  caused  by  the  disharmony  between  ulcmas 
and  the  authorities.  He  said  that  the  relationship  be- 
tween the  two  parties  was  rather  'strained'  as  the  ail- 
thorities  had  frequently  failed  to  respond  to  many 
of  the  ulcmas  concerns,  such  as  the  controversial 
city  regulations  on  alcoholic  beverage.  Jakarta  Post, 
31  October  J  996. 


heated  by  the  controversy  about  Bishop 
Belo's  statement  in  Der  Spiegel  magazine. 
After  the  polemic  against  the  Nobel  Prize 
for  Peace  awarded  to  Ramos  Horta,  Bishop 
Belo's  remarks  made  in  a  recent  interview 
with  German  magazine,  Der  Spiegel,  in 
which  he  reportedly  said  that  Indone- 
sian troops  had  treated  East  Timorese  like 
'scabby  dogs',  sparked  a  controversy.  A  se- 
ries of  demonstrations,  either  sympathising 
with  or  condemning  Bishop  Belo  broke 
out  in  several  cities  as  the  debate  over  his 
'scabby  dogs'  comments  continued. 

In  Jakarta,  about  2000  activists  of  the 
youth  wings  of  the  ruling  Golkar  political 
organisation  massed  in  front  of  the  House 
of  Representatives  to  express  their  outrage 
at  Belo's  comments.  They  denounced  Bi- 
shop Belo  remarks  as  threatening  national 
unity.  Moreover,  some  of  them  demanded 
that  Belo  be  expelled.  In  Semarang,  Central 
Java,  a  group  of  students  petitioned  the  re- 
gional representative  council  to  ask  Belo  to 
give  an  explanation  about  his  comments. 

Meanwhile  in  Dili,  students  from  the 
University  of  East  Timor  held  a  counter  de- 
monstration in  support  of  Belo  and  express 
their  dissatisfaction  at  the  treatment  given 
to  him  while  in  Jakarta.  In  one  statement 
the  demonstrators  said  that  an  anti-Belo 
stance  in  several  cities  meant  being  against 
the  people  of  East  Timor,  because  Bishop 
Belo  was  the  religious  leader  and  spiritual 
father  of  the  East  Timorese. 


Bishop  Belo's  remarks  became  a  national  po- 
lemic in  the  mass  media,  and  some  strong  comments 
against  his  remarks  came  from  several  Moslem 
leadens,  such  as  chairman  of  the  Muhammadiyah  or- 
ganisation, Dr.  Amicn  Rais,  calling  Belo  is  a  liar.  Sec 
Merdeka,  19  November  1996. 
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In  view  of  the  development  of  this  is- 
sue that  tend  to  become  an  inter-religious 
affair,  the  government,  chairman  of  MUI, 
K.H.  Hasan  Basri,  as  well  as  Gus  Dur  and 
some  political  elites  urge  the  people  to 
calm  down  and  not  to  respond  too  rashly 
without  adhering  to  the  prejudice  of  in- 
nocence. The  National  Commission  on 
Human  Rights  also  commented  that  the 
protests  against  Bishop  Belo  tended  to 
encroach  upon  human  rights  and  to  be 
uiu-easonable. 

From  the  phenomena  above,  it  is  ob- 
vious that  the  political  behaviour  of  the 
people  has  increasingly  improved  as  in- 
dicated by  their  actions  and  political  stance. 
Nevertheless,  not  all  of  these  mass  move- 
ments were  spontaneous.  The  phenomena 
mentioned  earlier,  aside  from  tending  to 
create  a  political  crisis,  it  also  gave  rise  to 
questions  concerning  the  current  govern- 
ment competence.  Hence  critics  and  de- 
mands were  launched  calling  for  the  re- 
orientation and  increase  of  the  government 
competence  to  respond  to  the  political  de- 
velopment and  to  accommodate  popular 
aspirations. 

Question  Concerning  the  Govern- 
ment Competence 

The  last  few  months  have  witnessed  sev- 
eral historic  events  for  Indonesian  people 
such  as  the  Pancasila  Sanctity  Day,  the 
Armed  Forces  (ABRI)  Day  and  the  Heroes 
Day  and  discussions  about  contemporary 
political  problems  that  ensued.  These  three 
occasions  have  stimulated  people  to  examine 
especially  the  relevance  and  actualisation 
of  the  political  problems  mentioned  above 
for  the  nation  at  present  aftd  in  the  fiiture. 


Basically,  the  discourses  were  aimed  at  the 
need  for  reorientation  and  improvement  of 
government  competence  in  responding  to 
the  dynamics  of  the  society. 

The  commemoration  of  the  Pancasila 
Sanctity  Day  entailed  basic  arguments  about 
the  implementation  of  Pancasila  principles 
in  the  present  political  life.  A  number  of  of- 
ficials have  emphasised  tlie  significance  and 
intemalisation  of  Pancasila  for  the  progress 
of  the  nation,  especially  in  this  globalisation 
era.  President  Soeharto  also  emphasised  the 
importance  of  caution  with  regard  to  open- 
ness in  the  globalisation  era  which  could 
threaten  national  integrity. 

The  officials'  appeal  or  emphasis  on 
the  above  mentioned  was  only  a  reiteration 
of  the  previous  years.  In  general,  some  cir- 
cles in  society  were  critical  of  the  consist- 
ence and  political  will  of  the  government 
in  implementing  the  principles  of  Panca- 
sila which  are  frequently  being  discussed. 
As  for  this  group,  the  present  Indonesian 
politics  have  not  reflected  the  values  in- 
herent the  Pancasila  principles.  This  is  evi- 
dent from  the  frequent  denials  against  the 
principle  of  people's  sovereignty  and  de- 
mocracy as  well  as  the  abuse  of  power  such 
as  collusion,  corruption,  and  manipulation. 

As  to  the  democracy  and  Pancasila  prob- 
lems, a  number  of  scholars  even  said  that 
Indonesian  democracy  is  still  at  the  pre- 
liminary stage  because  there  are  many  fun- 
damental problems  that  have  to  be  laid  do^^^\ 
constitutionally,  such  as  the  implcmenta- 
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tion  of  the  people's  sovereignty.  The  con- 


This  matter  was  asserted  by  a  member  of  the 
Executive  Board  of  Muhammadiyah,  Dr.  Syafi'i 
Ma'arif  in  a  symposium  titled  "History  and  Na- 
tional Development",  Suara  Karya,  1  October  1996. 
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cept  of  "floating  mass"  should  be  review- 
ed on  account  of  its  discriminative  nature 
against  political  parties  participating  in  the 
general  election,  which  are  not  included  in 
the  political  system.  This  concept  has  also 
diminished  political  participation  of  the 
people  and  tend  to  hamper  the  implementa- 
tion of  social  control  over  the  power  system. 

Meanwhile,  as  to  the  implementation 
of  Pancasila  principles  especially  as  far 
as  national  leadership  is  concerned.  Prof. 
Dr.  Harun  Alrasid,  an  expert  in  national 
legal  system,  stated  that  Presidential  can- 
didates of  Indonesia  should  include  ci- 
vilian as  well  as  retired  Armed  Forces' 
members.  He  argued  that  it  was  true  there 
was  no  expressed  stipulation  of  Article 
10  of  1945  Constitution  for  a  civilian  to 
hold  the  Presidency  of  Indonesia,  however 
the  spirit  of  civilian  supremacy  should  be 
up-holded.*  Article  10  of  the  1945  Constitu- 
tion states  that  the  President  shall  hold 
the  highest  authority  over  the  Army,  Navy 
and  the  Air  Force.  It  follows  that  the  Pre- 
sidential office  of  Indonesia  should  not  be 
held  by  anyone  from  any  of  these  forces. 

The  question  concerning  national  leader- 
ship and  its  connection  to  ABRI,  was 
mooted  after  Minister  of  State  for  Research 
and  Technology,  Prof  Habibie,  had  lectured 
at  the  Seskogab  (Joint  Staff  College  of  the 
Armed  Forces)  and  ABRI  Headquarters.  In 
his  lecture  which  was  closed  to  members  of 
the  press,  Habibie  explained  about  Indone- 
sia's visions  of  its  future,  which  had  to  lay 
the  emphasis  on  the  mastering  of  science 


^his  spirit  is  based  on  the  reality  that  curr'int 
situation  is  different  from  1965.  Therefore,  in  this 
normal  condition  the  presidential  office  should  be 
held  by  a  civilian  {Merdeka,  9  October  1996). 


and  technology.  However,  there  were  many 
observers  who  interpreted  the  lecture  as 
being  approved  by  President  Soeharto  and 
as  his  campaign  for  the  next  Vice-Presid- 
ency. The  political  interpretation  and  spe- 
culation of  Habibie's  maneuvers  is  con- 
sidered by  Ulf  Sundhaussen  as  a  political 
tradition  that  has  long  been  going  on  es- 
pecially since  the  birth  of  the  New  Order. 

This  argument  was  continued  by  the 
public,  some  of  whom  were  for  and  others 
were  against  the  issue  of  civilian  or  milit- 
ary in  the  national  leadership.  Quite  a  num- 
ber of  circles  especially  the  ones  with  bu- 
reaucratic and  goveniments  officials'  back- 
ground claimed  that  there  was  actually  no 
dichotomy  between  civilian  or  military  in 
the  national  leadership.  They  argued  that 
the  Presidency  is  clearly  spelled  out  in  the 
1945  Constitution  and  so  far  the  process 
had  been  democratic  in  accordance  with 
the  mechanism  of  the  General  Sessions  of 
the  People's  Consultative  Assembly  {Sidang 
Umum  Majelis  Permusyawaratan  RakyatI 
SUMPR)." 


Besides  lecturing  on  the  importance  of  science 
&  technology  and  human  resources  development  in 
the  future,  Habibie  also  gave  his  personal  view  on 
ABRI's  dual  function  and  national  leadership.  He 
emphasised  that  in  accepting  ABRI's  dual  function, 
there  was  no  criterion  of  civilian  or  ABRI  in  national 
leadership  {Forum  Keadilan,  21  October  1996). 

'^Furthermore,  Ulf  Sundhaussen  stated  that  the 
political  issues  in  Indonesia  should  be  viewed  by 
means  of  interpretation  and  speculation.  He  believed 
that  Habibie  was  good  at  focusing  on  R&D  and 
science-technology,  which  will  play  a  substantial 
role  in  the  future.  However,  he  was  not  sure  if  Ha- 
bibie would  exert  some  influence  with  his  maneuvers 
that  looked  like  a  political  campaign  {Forum  Ke- 
adilan, 21  October  1996,  100). 

"statements  such  as,  for  example,  from  Socsilo 
Socdarman  (Minister  Co-ordinator  for  Political  and 
Security  Affairs),  Wahono  (Chairman  of  MPR/DPR) 
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In  line  with  the  arguments  over  the  ex- 
ecutive power  institution,  a  political  prob- 
lem has  developed,  which  is  connected  to 
another  political  structure.  This  problem  is 
generally  related  to  the  carrying  out  of  the 
General  Election,  such  as  the  internal  con- 
flicts, the  obstacles  of  consolidation,  target 
of  gaining  votes  and  the  mobilisation  of 
support,  as  well  as  campaign  technical  prob- 
lems. 

Facing  the  forthcoming  election,  Gol- 
kar apparently  does  not  want  to  loose  mo- 
mentum in  getting  mass  support  as  much 
as  possible.  A  number  of  Cadre  Meetings 
which  would  be  the  internal  consolidation 
arena,  have  been  made  in  almost  all  re- 
gions. In  the  effort  to  reach  the  70,02  per 
cent  votes  target  in  the  forthcoming  elec- 
tion, Golkar  has  made  a  number  of  political 
maneuvers.  At  the  Golkar  Leaders  Meeting 
on  October  16-18,  Golkar  also  determined 
the  criterion  of  the  Presidential  candidate 
which  was  basically  aimed  at  one  name, 
Soeharto.'^ 

Another  maneuver  would  be  gaining 
support  from  social  organisations  in  the 
Indonesian  Civil  Service  Corps  (KORPRI) 
and  Indonesian  Teachers  Union  (PGRI).  Both 
organisations  have  openly  stated  that  they 
would  distribute  their  voting  rights  to  Gol- 
kar. With  a  total  member  of  5  million  and 
a  strategic  position  in  society,  the  supports 
from  both  organisations  would  be  very 
effective  for  Golkar  to  reach  its  votes  tar- 


an4  LIPI  political  observer,  Indria  Samcgo.  clearly 
refused  the  civil-military  dichotomy  in  the  national 
leadership.  According  to  them,  anyone  eligible  and 
elected  by  MPR  can  become  president  {Media  Indo- 
nesia, 10  October  1996). 
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Forum  Keadilan,  4  November  1996. 


get.  The  labour  organisation,  FSPSI,  has 
also  stated  its  support  to  the  New  Order 
leadership  and  the  sustained  development, 
which  means  support  for  Golkar. 

However,  in  the  body  of  Golkar  itself, 
there  has  also  been  an  internal  conflict. 
After  the  disappointments  in  the  body  of 
one  Golkar's  mass  organisation,  KOSGORO, 
a  problem  arose  in  Regional  Leadership 
of  Golkar  in  North  Sumatra.  It  all  started 
with  the  problem  of  nomination,  then  grew 
to  a  vote  of  no  confidence  with  regard  to 
the  regional  chairman  of  Golkar  in  North 
Sumatra,  Brig.  Gen.  (Ret.)  H.M.  Effendi 
Ritonga  who  distributed  the  draft  of  nom- 
inees without  a  signature  from  the  secre- 
tary. This  problem  was  then  terminated 
by  firing  of  Ritonga  as  the  chairman  of 
Golkar  in  North  Sumatra.  However,  on  Oc- 
tober 5,  1996,  a  crisis  of  another  Golkar 
social  organisation,  Gema  MKGR  which 
escalated,  could  finally  be  settled  by  im- 
proving of  the  Board  of  Gema  MKGR  in 
a  friendly  deliberation. 

Meanwhile,  the  Indonesia  Democratic 
Party  (PDI)  faced  problems  that  has  become 
increasingly  more  serious.  Efforts  made  to 
consolidate  PDI  in  several  regions  by  Sur- 
yadi,  elected  general  chairman  by  the  PDI 
Congress  in  Medan,  North  Sumatra,  were 
hampered.  In  East  Java,  a  demonstration 


In  his  statement,  the  chairman  of  Golkar,  Ab- 
dul Gafur  explained  that  the  main  reason  of  the  firing 
had  been  based  on  the  observation  and  evaluation 
of  Golkar  Regional  Leadership  Board  of  North  Su- 
matra that  had  evaluated  the  disintegration  in  North 
Sumatra  Golkar  {Kompas,  16  October  1996). 

'^In  general,  there  has  not  been  a  basic  change  in 
the  structure  of  the  board  {Suara  Pembaruan,  6  Oc- 
tober 1996). 
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was  staged  against  Suryadi  as  he  inau- 
gurated the  office  of  Executive  Board  in 
East  Java.  Some  functionaries  were  also 
driven  out  of  Madiun,  East  Java,  by  Mega- 
wati's supporters. 

In  Central  Java,  there  were  also  actions 
against  Suryadi  in  his  effort  to  consolidate 
PDI  in  some  regions.  In  Grobogan,  Wono- 
giri,  Kebumen  and  Kendal,  there  were  ac- 
tions opposing  the  visit  of  Suryadi  and 
other  leaders  elected  by  the  Medan  Cong- 
ress. In  West  Java,  there  were  also  actions 
to  block  Suryadi  in  his  consolidation  ef- 
forts. In  the  media,  meanwhile,  there  were 
rumours  of  the  possibility  of  an  Extra  Or- 
dinary Congress  (KLB)  as  well  as  bringing 
Suryadi  to  court  as  a  defendant  of  the 
July  27  incident. 

The  opposition  actions  show  that  there 
is  a  mass  resistance  against  PDI  leader- 
ship imder  Suryadi.  If  this  condition  keeps 
going  on  until  the  forthcoming  election, 
it  will  most  likely  give  rise  to  a  social  con- 
flict. Therefore,  the  rejection  against  Sur- 
yadi in  several  regions  must  be  seen  as  an 
active  participation  of  society  in  correcting 
speculations  and  political  maneuvers  which 
at  certain  levels  have  become  the  national 
political  game  platform. 

In  the  face  of  the  forthcoming  election 
campaign,  an  agreement  has  been  reached 
among  three  parties  in  emphasising  the 
dialogical  campaign  model.  This  is  a  result 
of  the  observation  made  by  the  National 
Security  and  Defence  Council  {Wanhankam- 
nas)  together  with  three  parties,  political 
and  communication  scholars,  ABRI  and  the 
government.  If  this  model  is  fully  applied, 
then  it  will  give  Golkar  some  advantages, 
which  has  organised  consolidation  through 


the  Cadre  Meetings.  For  PDI  and  PPP,  this 
new  campaign  model  would  bring  about 
special  problems  caused  by  the  limited  time, 
scholars  as  well  as  campaign  medium. 

Besides  these  problems,  there  was  also 
a  dispute  over  the  challenge  caused  by 
ABRI's  dual  function,  especially  after  a 
number  of  political  crisis  mentioned  above, 
and  the  indication  that  ABRI  is  not  solid 
due  to  the  criticisms  against  ABRI  in  the 
power  constellation. 

ABRI's  Political  Power 

As  a  dominant  political  power,  the  role 
of  ABRI  cannot  be  separated  from  socio- 
political development.  Some  questions 
were  raised  concerning  ABRI's  involve- 
ment in  politics,  especially  in  the  imple- 
ment of  its  dual  function.  According  to 
Hasnan  Habib,  to  establish  a  democratic 
power,  ABRI  must  implementing  of  its  so- 
cial-political function  in  such  a  way  that 
it  will  really  reflect  democracy.  This  can  be 
done  if  the  leaders  really  understand  and 
are  committed  to  democracy  as  the  best 
political  system.'^ 

This  criticism  against  ABRI  especially 
with  regard  to  the  existing  power,  also  came 
from  other  concerned  parties.'^  General  (Ret.) 


According  to  Hasnan  Habib,  to  understand 
democracy  means  to  expand  the  perception  of 
democratic  concept  by  looking  at  and  learning  a 
variety  of  democratic  system  of  the  developed 
countries  and  also  not  to  be  drawn  in  an  imagina- 
tion of  the  triumph  of  the  past.  Sec  Hasnan  Habib, 
"ADRI  and  Political  Democratization",  A  paper 
discussion  in  Surabaya,  12  November  1996. 

'*ln  Lt.  Gen.  (Ret.)  Socbiyakto  Prawirasoebro- 
to's  terms,  the  apprehensive  and  critical  statement 
of  several  retired  ABRI  members  against  authority 
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A.H.  Nasution  even  said  that  consistent  ef- 
forts had  not  been  made  to  achieve  the  New 
Order's  goals.  This  condition  was  caused  by 
inadequate  idealism  and  weakened  patriot- 
ism so  as  to  enable  collusion  and  corruption 

17 

to  prevail  in  several  aspects  of  life. 

The  criticism  against  the  authority  al- 
so came  from  General  (Ret.)  Sumitro  who 
stated  that  there  were  many  cases  of  de- 
viation or  abuse  of  power  for  the  sake  of 
material  interests.  Therefore,  corruption,  ne- 
potism, injustice  and  economic  gap  pre- 
vailed in  Indonesia.  The  government  told 
a  success  story,  while,  on  the  other  hand, 
people  were  simply  stating  the  real  prob- 

18 

lems  which  are  facing  the  nation. 

Apparently,  the  criticism  against  ABRI 
and  its  political  power  is  an  indication  of 
deviations  in  the  practice  of  state  and 
nationhood.  There  have  been  growing  ru- 
mours of  dissension  in  the  body  of  ABRI, 
which  is  caused  by  the  indication  of  de- 
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viations.    Based  on  General  Nasution  and 


and  ABRI,  in  feet  purported  to  demand  the  realisa- 
tion of  the  promise  made.  The  promise  was  to  estab- 
lish a  new  strategy  to  face  the  new  challenges,  since 
the  old  strategy  to  reach  a  political  stability  and  se- 
curity was  considered  being  fulfilled  in  1985  (Mer- 
deka,  23  October  1996). 

17 

Media  Indonesia,  30  September  1996. 

18 

Kompas,  30  November  1996. 

19 

The  society  has  been  influenced  by  this  ru- 
mours after  witnessing  several  events  that  showed 
the  differences  of  opinion  and  attitude  among  ABRI 
leaders.  For  example,  when  attending  the  leader's 
meeting  of  Golkar,  the  three  heads  of  Chiefs  of  Staff 
and  Head  of  Police  were  wearing  Golkar's  yellow 
jackets,  whereas  the  Commander  in  Chief  of  the 
Armed  Forces  (Panffah)  and  chief  of  socio-political 
affairs  were  wearing  their  military  uniforms.  Also  in 
the  Indonesian  Youth  National  Committee  (KNPl) 
congress,  there  were  differing  supports  between  the 


General  Sumitro 's  statements,  the  society 
tended  to  easily  conclude  that  there  have 
been  deviations  from  the  national  Consti- 
tution and  basic  values.  Therefore,  more 
questions  have  been  raised  about  the  con- 
sistency and  motivation  of  the  New  Order 
regime  to  make  a  total  correction  of  the 
Old  Order. 

The  arguments  over  the  power  institu- 
tion, ABRI  and  problems  in  the  political 
structure  in  particular  would  finally  aim 
at  legal  and  constitutional  problems  in 
Indonesia.  Some  Indonesian  circles  such 
as  academicians,  who  were  critical  of  the 
political  process  stated  that  it  was  still  un- 
balanced and.  did  not  reflect  the  proper  ap- 
plication of  the  principles  of  a  state  based 
on  law.  The  aspect  of  law  enforcement  was 
still  weak,  so  that  democratisation  was  still 
being  manipulated  by  the  authority.  There- 
fore, the  problem  of  law  enforcement  and 
legal  security  appeared  to  be  separate  re- 
cords, especially  with  the  development  of 
Muchtar  Pakpahan's  case. 

Legal  Security  and  Democratisation 

As  a  country  based  on  law  {rechstaat), 
all  aspects  of  the  state  are  integrated  in 
the  national  legal  system.  Law  is  the  instru- 
ment to  operate  and  manage  every  conflict 
in  the  society.  All  the  rights  and  sanctions 
can  be  generally  implemented  to  all  cit- 


chief  of  staff  and  the  head  of  the  army  staff  to  the 
candidate  of  KNPI  general  chairman,  where  the  outcome 
of  the  elected  general  chairman  was  none  of 
their  nominees.  In  one  of  the  Pangab  statements,  he 
said  that  the  political  atmosphere  was  healed  and 
later,  the  chief  of  the  onny  staff  argued  that  in  the 
election  the  security  and  condition  were  quite  nor- 
mal.  Sec  Kompas,  30  November  1996. 
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izens  without  exception.  This  is  stipulated 
in  the  1945  Constitution  which  states  that 
all  citizens  arc  equal  before  the  law. 

The  present  period  has  witnessed  some 
abuses  of  law.  This  tendency  has  further  in- 
dicated that  there  is  a  substantial  shift  in 
the  state  and  nationhood  practices.  In  sev- 
eral cases,  law  has  become  a  repressive  in- 
strument to  control  and  manage  the  dy- 
namics of  the  society's  active  participation 
in  politics. 

The  misuse  of  law  is  evident  from  the 
following  cases  such  as:  July  27  case,  the 
death  of  Bernas  daily  journalist  ~  Udin  ~  , 
and  the  reconviction  of  Muchtar  Pakpahan 
by  the  Supreme  Court.  In  the  trial  of  July 
27,  eight  people  were  acquitted  by  the  pro- 
secutor because  of  lack  of  evidence.  It  was 
clear  that  the  trial  was  engineered  and  the 
process  was  more  political.  A  member  of  Na- 
tional Commission  on  Human  Rights  {Kom- 
nas  HAM)  Prof.  Muladi,  even  suggested  that 
the  trial  should  be  terminated,  because  the 
prosecutor  was  not  professional. 

The  legal  investigation  process  in  the 
investigation  of  the  death  of  Bernas  daily's 
journalist,  Udin  was  improper.  Based  on  the 
conclusion  of  the  Indonesian  Journalists 
Association  (PWI)  and  Komnas  HAM,  the 
death  of  Udin  was  well  connected  with 
his  journalistic  job  in  showing  deviations 
in  the  regional  administration  of  Bantul, 
Yogyakarta-Central  Java.  However,  the 
police  argued  that  the  death  was  caused 
by  a  scandal  he  had  with  a  woman,  and 
that  they  arrested  Dwi  Sumiaji  (Dsm).  The 
law  process  of  the  police  was  very  improper 
and  unnatural,  such  as  the  arrest  of  Dsm, 
the  blood  evidence  being  thrown  away,  and 


the  testimony  of  Udin's  wife  who  denied 
that  Dsm  was  the  killer  of  her  husband. 

In  the  midst  of  uncertain  legal  process 
in  other  regions,  the  Supreme  Court  sur- 
prisingly approved  the  Re-examination  Act 
(Peninjauan  Kemhali/PK)  with  regards  to 
Dr.  Muchtar  Pakpahan  who  had  been  ac- 
quitted by  the  Supreme  Court  itself.  This 
reexamination  process  gave  rise  to  some 
questions  as  it  was  proposed  by  the  pro- 
secutor who  had  never  done  it  before.  In 
the  Criminal  Code  (KUHAP),  it  is  stated 
that  the  only  party  who  can  forward  the 
Reexamination  Act  is  the  defendant  him- 
self or  his  immediate  family;  therefore  the 
prosecutor  does  not  have  the  right  to  do  it. 

However,  according  to  the  Minister  of 
Justice,  Oetojo  Oesman,  the  prosecutor  is 
able  to  forward  the  Re-examination  Act  be- 
cause there  was  no  written  rule  in  KUHAP 
which  stated  that  prosecutor  could  not  for- 
ward the  Reexamination  Act.  However,  this 
statement  was  denied  by  almost  all  legal 
scholars,  including  Adi  Andojo,  who  had 
acquitted  Muchtar  Pakpahan.  If  all  the  in- 
terpretations from  the  bureaucrats  were  al- 
ways considered  right  then  there  would  be 
no  legal  security.  This  condition  would  bring 
about  anxiety  to  people  because  the  law  it- 
self could  easily  be  manipulated  for  the  in- 
terest of  the  government  elites.  Law,  which 
should  be  the  base  of  integrity  and  society's 
interaction  in  a  nation-state  would  lose  its 
meaning  because  it  has  been  a  tool  of  the 
authority. 

The  absence  of  legal  security  would 
really  obstruct  the  process  of  democratisa- 
lion  and  Human  Rights  in  Indonesia.  It  is 
then  fair  if  one  of  the  scholars  mentioned 
above  would  argue  that  democracy  in  Indo- 


22 

nesia  was  still  in  the  preliminary  stage. 
There  are  many  fundamentals  flaws  which 
are  the  principal  mistakes  in  the  practice 
of  state  and  nationhood  which  made  de- 
mocracy just  the  authority's  tool  without 
implementing  its  values  in  a  consistent 
way.  Therefore,  the  demand  for  revitalisa- 
tion  in  Indonesian  political  system  which 
is  based  on  Pancasila  is  called  for  in  so- 
ciety. 

The  Revitalisation  of  Political  System 

The  idea  to  create  a  political  system 
which  supports  a  political  discipline  has  de- 
veloped in  society  at  least.  In  some  open  de- 
bates, there  would  be  a  conclusion  which 
eventually  aims  at  the  acknowledgment  of 
unbalanced  political  system  due  to  the  mal- 
function of  inside  mechanism.  In  Indone- 
sian political  system,  the  checks  and  bal- 
ance mechanism  as  indication  of  the  de- 
mocratic system  would  not  function.  The  role 
of  national  institutions  in  supervising  the 
government's  policies  and  political  actions 
are  minimal.  This  is  caused  by  the  principle 
of  separation  of  power  in  Indonesia,  which 
has  not  been  implemented  according  to  the 
Constitution. 

Due  to  the  political  problems  lately,  re- 
vitalisation of  the  political  system  would 
apparently  be  an  urgent  political  agenda.  It 
purports  to  strengthen,  to  enable  it  to  fully 
function  democratically.  The  political  sys- 
tem in  some  political  cases  mentioned  earlier 
shows  the  ineffectiveness  of  responding  to 
the  development  of  being  too  excessively 
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controlled.  Therefore,  the  social  fluctuations 
and  resistant  movements  against  a  political 
order  engineered  by  the  government  to  a 
certain  extent,  would  threaten  the  nation. 

This  effort  is  meant  especially  to  prepare 
a  political  order  which  would  be  more  stable 
and  democratic  and  have  the  capability  to 
respond  to  the  development  of  the  dy- 
namics of  society.  With  this  revitalisation 
effort  in  the  political  system,  the  abuse  of 
power,  social  unrest  and  threats  to  the 
nation  could  be  minimised. 


Conclusion 

In  observing  the  development  of  pol- 
itics at  present,  it  can  generally  be  con- 
cluded that  there  are  tendencies  as  follows: 
First,  the  problem  connected  with  SARA 
(ethnic,  religion,  race  and  inter-groups)  is 
still  a  very  sensitive  problem  as  it  can  easily 
be  manipulated  to  trigger  primordial  polit- 
ical movements  which  then  would  threaten 
the  unity  and  integrity  of  the  nation. 

Second,  the  frequent  occurrences  of  ab- 
use of  authority  and  moral  degradation  has 
strengtheiied  the  impression  that  the  polit- 
ical condition  these  days  are  increasingly 
deviating  from  the  Constitution  and  ideo- 
logical norms.  Finally,  there  is  an  increase 
of  anxiety  in  society  due  to  the  absence  of 
legal  security  which  made  the  principle  of 
Constitutional  State  and  sovereignty  of  the 
people  just  a  political  rhetoric,  which  in  the 
long  run  would  lead  people  to  confusing  im- 
plementation of  the  principle. 


Indonesia,  Latin  America  and 
the  Caribbean* 


Ali  Alatas 


WHEN  the  word  "globalization" 
first  gained  wide  currency,  it 
conjured  visions  of  a  world 
of  common  prosperity  in  which  all  nations 
would  equally  benefit  from  the  blessings 
of  high  technology,  particularly  in  trans- 
port and  communication.  But  it  did  not 
take  long  for  us  to  comprehend  ~  with  con- 
siderable disillusionment  ~  that  the  reality 
of  globalization,  though  indeed  powerful, 
is  essentially  a  blind  force:  it  does  not  ad- 
just to  the  needs  and  aspirations  of  the  de- 
veloping countries.  It  does  not  of  itself 
soften  its  harsh  impact  on  the  delicate  con- 
dition of  the  developing  economies  striving 
to  integrate  themselves  with  the  global  eco- 
nomy. It  has  no  awareness  of  the  inequities 
and  imbalances  of  the  present  internatio- 
nal economic  order  which  make  it  doubly 
difficult  for  many  developing  countries  to 
benefit  from  globalization. 


♦Opening  Statement  by  H.E.  Mr.  Ali  Alatas, 
Minister  for  Foreign  Affairs  Republic  of  Indonesia, 
at  the  Seminar  on  "Latin  America  and  the  Carib- 
bean: Economic  Outlook  and  Opportunities" ,  Jakar- 
ta, 8  October  1996. 


Yet  Indonesia  believes  that  the  force 
of  globalization  can  and  should  be  harnes- 
sed so  that  it  serves  equally  the  great  and 
small  nations,  the  mighty  as  well  as  the 
weak  ~  so  that  it  is  a  boon  to  all  humanity 
and  not  just  a  few.  The  achievement  of 
this,  however,  would  take  more  than  the  con- 
certed exertions  of  the  developing  coun- 
tries. That  is  why  for  quite  some  time  now, 
Indonesia  and  other  like-minded  coun- 
tries, particularly  those  in  the  Non-Aligned 
Movement,  have  advocated  the  forging  of 
an  equitable  global  partnership  for  develop- 
ment involving  all  nations,  developed  and 
developing,  in  order  to  address  the  global 
economic  problems  of  our  time.  As  a  result 
of  this  advocacy,  the  North-South  dialogue 
has  been  revived  within  the  United  Nations 
and  in  the  interaction  between  the  Non- 
Aligncd  Movement  and  the  Group  of  Seven 
most  industrialized  countries. 

Hopefully  the  dialogue  will  expand  and 
lead  to  the  eventual  formation  of  that  envi- 
sioned global  partnership  for  development 
that  will  render  globalization  a  benign  force. 
At  the  moment,  however,  the  inequities  and 
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imbalances  of  the  international  economic  si- 
tuation persist  and  developing  countries  as 
a  whole  remain  marginalized  from  the  inter- 
national economic  decision-making  pro- 
cesses that  largely  shape  their  external  en- 
vironment. 

A  large  and  vital  part  of  that  external  en- 
vironment is  international  trade.  It  is  there- 
fore propitious  that  with  the  completion  of 
the  Uruguay  Round,  the  international  com- 
munity has  taken  a  major  step  towards  the 
achievement  of  a  more  transparent,  just  and 
rule-based  multilateral  trading  system.  The 
results  of  the  Uruguay  Round  are  expected 
to  advance  the  process  of  trade  liberaliza- 
tion through  improved  market  access,  the  ap- 
plication of  greater  discipline  to  trade  rela- 
tionships and  the  development  of  a  dispute 
settlement  mechanism.  They  are  to  address 
key  issues  in  such  areas  as  textiles  and 
clothing,  agriculture,  subsidies  and  safe- 
guards as  well  as  new  areas  like  services  and 
protection  of  intellectual  property  rights. 

Two  years  ago,  the  World  Trade  Organ- 
ization (WTO)  was  founded  as  the  embo- 
diment of  the  commitments  and  obligations 
of  parties  to  the  Uruguay  Round  and  as  the 
legal  and  institutional  foundation  of  the 
multilateral  trading  system.  But  up  to  this 
day,  that  multilateral  trading  system  is  not 
yet  a  reality  and  already  the  agenda  of  the 
World  Trade  Organization  is  in  jeopardy 
of  being  adulterated:  certain  developed 
countries  have  manifested  a  tendency  to  re- 
sort to  a  new  form  of  protectionism  in  the 
guise  of  linking  labour  standards  and  other 
social  and  environmental  concerns  to  issues 
on  trade.  This  we  cannot  accept,  for  such 
a  linka^  would  not  only  threaten  to  negate 
the  comparative  advantage  of  developing 
countries,  but  would  also  pose  the  risk  of 


unravelling  the  hard-won  balance  of  rights, 
obligations  and  interests  of  the  parties  to 
the  Uruguay  Round  and  the  World  Trade 
Organization  Final  Act.  All  developing 
countries  are  called  upon  to  take  a  com- 
mon stand  and  prevent  the  weakening  of 
the  World  Trade  Organization  at  this 
fragile  stage  of  its  infancy. 

In  these  circumstances,  it  is  therefore 
imperative  that  developing  countries 
strengthen  their  solidarity  in  international 
forums  and  intensify  their  cooperation  for 
social  and  economic  development  within 
the  framework  of  South-South  cooperation. 
There  are  real  but  often  unrecognized  com- 
plementarities between  and  among  devel- 
oping countries.  We  should  endeavour  to 
identify  and  exploit  these  complementari- 
ties as  part  of  our  common  development 
strategy,  in  order  to  strengthen  our  economic 
resilience  and  lessen  our  dependence  on 
the  developed  countries.  Success  in  South- 
South  cooperation  will  also  demonstrate 
that  developing  countries  can  contribute 
significantly  to  overall,  global  economic 
progress. 

Indonesia  is  one  country  that  has  greatly 
benefited  from  its  constant  endeavours  to 
engage  in  mutually  beneficial  economic  re- 
lations, not  only  with  developed  countries 
but  also  with  other  developing  countries. 
Within  a  setting  of  the  regional  stability  of 
Asia  and  the  Pacific  and  adhering  to  a  stra- 
tegy of  national  and  regional  resilience,  Indo- 
nesia has  energetically  pursued  an  export- 
oriented  development  programme  that  has 
been  rewarded  with  an  average  annual 
growth  rate  of  seven  per  cent  from  the  late 
1960s  until  today.  This  exTwrt -driven  eco- 
nomic growth  has  crpatcd  some  44.4  mil- 
lion new  jobs  between  1971  and  1994.  When 
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Indonesia  launched  its  First  25-Year  Long- 
Term  Development  Plan  in  1968,  some  60 
per  cent  of  Indonesia's  population  was 
classified  as  living  below  the  poverty  line; 
today  the  incidence  of  poverty  in  Indone- 
sia is  down  to  13.5  per  cent.  With  a  GDP  of 
over  US$207.5  billion  and  a  per  capita  in- 
come of  about  US$1,000,  Indonesia  is  the 
biggest  economy  in  Southeast  Asia.  In 
1995,  Indonesia's  GDP  grew  by  8.07  per 
cent,  surpassing  the  government  forecast 
of  7.5  per  cent  and  the  previous  year's  7.4 
per  cent. 

With  sound  macro-economic  manage- 
ment and  prudent  fiscal  and  monetary  poli- 
cies, Indonesia  has  maintained  a  balanced 
budget  and  kept  inflation  rates  at  a  single 
digit.  During  the  past  decade,  Indonesia 
was  able  to  diversify  the  economy  away 
from  oil  —  manufactures  and  non-oil/gas 
exports  now  account  for  70  per  cent  of  the 
country's  income.  Since  1971,  international 
capital  movement  has  been  unrestricted. 
Since  13  years  ago,  Indonesia  has  been 
opening  up  its  economy  through  a  series  of 
deregulation  and  debureaucratization  pack- 
ages that  have  greatly  liberalized  its  trade 
and  banking  policies  and  further  opened 
up  its  economy  to  foreign  investors.  And 
in  1994,  Indonesia  launched  its  Second  25- 
year  Long  Term  Development  Plan  which 
is  projected  to  achieve  an  average  annual 
growth  rate  of  seven  per  cent  and  place  In- 
donesia firmly  in  the  ranks  of  newly  indus- 
trializing nations. 

We  have  by  no  means  solved  all  our  eco- 
nomic problems:  some  27  million  Indone- 
sians still  live  below  the  poverty  line  and 
we  must  create  employment  opportunities 
for  2.3  million  job-seekers  each  year.  We 
must  harness  our  national  resources  for 


productivity  and  economic  growth  and  at 
the  same  time  conserve  them.  We  have  an 
external  debt  to  manage  and  our  economy 
has  a  tendency  to  heal  up  which  we  must 
always  guard  against.  We  have  to  balance 
the  distribution  of  our  economic  develop- 
ment by  ensuring  that  the  eastern  part  of 
our  archipelago  can  catch  up  with  the  rate 
of  growth  of  the  rest  of  the  country.  And 
for  the  goals  of  our  Second  Long  Term  De- 
velopment Plan  to  be  attainable,  we  must 
be  able  to  raise  some  US$300  billion  in 
new  investments,  of  which  77  per  cent  or 
US$230  billion  vrill  have  to  come  from  the 
private  sector  ~  not  an  easy  task. 

We  are  confident,  however,  that  we 
will  be  able  to  reach  our  development  goals 
-  given  a  situation  of  continuing  peace  in 
the  Asia-Pacific  region,  of  national  sta- 
bility which  we  are  assiduously  endeavour- 
ing to  maintain,  and  of  an  improved  exter- 
nal environment  as  a  result  of  our  common 
advocacy  with  like-minded  countries  for 
a  more  open  and  just  international  eco- 
nomic order. 

Indonesia  has  therefore  been  deeply 
concerned  with  the  implementation  of  the 
results  of  the  Uruguay  Round  and  con- 
tinues to  participate  actively  in  the 
ASEAN  and  APEC  processes. 

Despite  the  political  risks  involved,  In- 
donesia has  accepted  and  supported  the 
results  of  the  Uruguay  Round  because  we 
believe  that  the  future  of  the  developing 
countries  and  the  global  economy  as  a  whole 
depends  on  the  equitability  and  transpa- 
rency of  the  multilateral  trading  system. 
We  are  doing  our  share  of  strengthening 
the  multilateral  trading  system  by  pursuing 
domestic  reforms  to  make  our  economy 
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more  responsive  to  the  market  and  by  li- 
beralizing our  trade  regime  as  stipulated 
by  the  Uruguay  Round  results. 

Much  of  Indonesia's  effort  to  integrate 
itself  with  the  global  economy  is  carried 
out  within  the  context  of  ASEAN  cooper- 
ation. The  ASEAN  countries  are  now  en- 
deavouring to  complete  the  establishment 
of  an  ASEAN  Free  Trade  Area  (AFTA)  by 
2003.  At  the  same  time,  the  ASEAN  coun- 
tries, aware  of  the  growing  interdepend- 
ence and  progressive  integration  of  the 
world  economy,  have  found  it  expedient 
to  engage  in  wider  and  more  intensive  co- 
operation with  economies  in  the  region 
and  beyond.  Except  for  Vietnam  which 
joined  ASEAN  only  very  recently,  all  the 
ASEAN  countries  are  actively  engaged  in 
the  APEC  processes. 

Now  comprising  18  of  the  most  dyna- 
mic economies  in  the  Asia-Pacific  region, 
APEC  has  developed  very  rapidly  from  a 
forum  for  economic  consultation  to  a  ve- 
hicle for  economic  cooperation  and  policy 
coordination.  At  the  second  APEC  Eco- 
nomic Leaders  Meeting  in  Bogor  in  1994, 
APEC  adopted  a  set  of  ambitious  but  re- 
alizable goals,  including  the  achievement 
of  free  trade  and  investment  in  the  region 
by  2010  for  the  developed  countries  and 
2020  for  the  developing  countries.  ASEAN 
countries  are  also  involved  in  the  pro- 
cesses of  the  Asian-Europe  Meeting 
(ASEM)  which  entail  the  building  of  eco- 
nomic bridges  between  Asia  and  Europe. 
We  now  have  some  linkage  with  the  Amer- 
ican continent  through  APEC  but  Indo- 
nesia believes  that  such  a  linkage  would 
be  greatly  strengthened  and  enhanced 
if  we  are  able  to  broaden  and  intensify 


our  cooperation  with  the  Latin  American 
and  Caribbean  economies.  For  this  reason 
Indonesia  has  followed  with  keen  interest 
the  developments  in  that  region. 

It  is  with  sympathy  and  satisfaction 
that  we  observe  the  general  economic  situ- 
ation in  the  Latin  American  and  Carib- 
bean countries  today.  The  countries  of  this 
region  have  also  suffered  greatly  during 
the  retreat  of  multilateralism  in  the  so-called 
"lost  decade"  of  the  1980s  and  the  adverse 
external  environment  brought  about  by  the 
inequities  and  imbalances  of  the  current 
international  economic  order.  However,  af- 
ter a  decade  of  adjustments  and  funda- 
mental structural  reforms  atttended  by  po- 
sitive developments  in  the  political  field, 
most  Latin  American  and  Caribbean  coun- 
tries have  increased  their  rates  of  growth, 
reduced  inflationary  pressures  and  sta- 
bilized their  macroeconomic  situation. 
The  World  Bank  reports  that  the  region's 
economic  growth  rate  will  reach  3.1  per 
cent  in  1996  and  will  go  up  further  to 
four  per  cent  in  1997.  This  is  certainly  a 
significant  improvement  over  the  growth 
rate  it  achieved  during  the  1980-1990 
period  which  averaged  1.1  per  cent  per 
year. 

Propitious  developments  are  also  taking 
place  and  are  proceeding  in  accordance 
with  global  trends  in  such  areas  as  democra- 
tization, human  rights,  the  environment, 
the  fight  against  dangerous  drugs,  promo- 
tion of  free  trade,  disarmament  and  the  en- 
deavour to  solve  the  external  debt  crisis.  Ac- 
cordingly, in  global  as  well  as  regional  fo- 
rums, the  Latin  American  and  Caribbean 
countries,  buoyed  by  economic  growth  and 
political  stability,  arc  playing  an  increas- 
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ingly  prominent  role.  We  also  observe  that 
the  ongoing  process  of  economic  integra- 
tion of  the  Latin  America  and  the  Carib- 
bean economics  is  matched  by  a  strong  com- 
mitment of  the  countries  of  the  region  to  an 
open  multilateral  trading  system.  They  are 
also  reaching  out  to  markets  well  beyond 
their  region  —  an  endeavour  that  Indo- 
nesia welcomes. 

The  Latin  American  and  Caribbean  re- 
gion and  Indonesia  have  been  cooperating 
and  pursuing  common  objectives  in  vari- 
ous international  forums  for  quite  a  long 
time  now.  There  is  also  a  tradition  of  eco- 
nomic cooperation  between  the  countries 
of  Latin  America  and  the  Caribbean  and 
Indonesia  ~  but  the  level  of  that  cooper- 
ation ill  no  way  reflects  what  both  sides 
could  achieve  together.  There  are,  however, 
some  indications  that  our  economic  cooper- 
ation in  recent  years  has  been  increasing 
steadily.  In  1994,  total  trade  between  the 
two  sides  reached  US$1,073  million  and  in 
1995  increased  to  US$1,560  million.  In 
that  total  trade,  Indonesia  bore  a  deficit 
of  US$350  million  in  1994  and  US$566  mil- 
lion in  1995.  Naturally,  we  should  like  to 
substantially  reduce  that  deficit  even  as  we 
seek  to  increase  the  total  trade  volume. 

The  statistics  show  that  we  have  some- 
thing to  start  with;  they  also  indicate  that 
there  is  a  great  deal  of  work  still  to  be  done 
if  we  are  to  enlarge  and  strengthen  the  eco- 


nomic relationship  between  Indonesia  and 
the  region.  I  think  that  concrerte  steps 
should  now  be  taken  by  way  of  gathering 
and  sharing  information,  exchanging  in- 
sights and  ideas  on  what  should  be  done 
towards  that  end.  The  private  sectors  of 
both  sides,  of  course,  should  be  deeply 
involved  in  these  efforts  ~  for  it  is  the  en- 
trepreneurial spirit  and  initiative  that  will 
give  impetus,  momentum  and  reality  to  that 
envisioned  cooperation. 

At  an  earlier  time  in  history,  the  geo- 
graphical distance  between  Indonesia  and 
the  Latin  American  and  the  Caribbean  re- 
gion might  have  been  formidable.  But 
even  at  that  time,  our  intrepid  ancestors 
challenged  the  might  of  wind  and  wave 
and  crossed  an  entire  ocean  in  order  to 
trade.  In  this  age  of  globalization  and  cy- 
bernetics, the  tyranny  of  distance  has 
lost  its  sting  ~  it  is  no  longer  a  barrier.  In  a 
real  sense,  Indonesia  and  the  Latin  Amer- 
ican and  Caribbean  region  are  neighbours 
and  the  ocean  between  us  should  link  us 
rather  than  separate  us.  I  strongly  believe 
that  we  can  enlarge  and  strengthen  our 
growing  economic  relationship  into  a  full- 
fledged  partnership  for  development  in 
the  spirit  of  South-South  cooperation.  All 
we  need  is  to  leam  more  of  each  other,  of 
what  each  can  offer  to  the  other,  and  if 
we  have  the  will  and  the  creativity  ~  which 
I  think  we  have  ~  that  enhanced  partner- 
ship will  be  attained  and  will  flourish. 


East  Java  and  Australia: 
Promoting  the  Business  Partnership* 

Heath  McMichael 


Introduction 

THE  Australia-Indonesia  Ministerial 
Forum  held  in  Jakarta  on  24-25 
October  1996  witnessed  renewed 
interest  in  economic  relations  between 
Australia  and  Eastern  Indonesia.  The 
centre-piece  of  the  Forum  was  the  an- 
nouncement of  an  Australia-Indonesia  De- 
velopment Area.  The  announcement  flow- 
ed from  a  proposal  by  Indonesia's  Coor- 
dinating Minister  for  Production  and  Dis- 
tribution, Ir.  Hartarto,  for  the  intensifica- 
tion of  sub-regional  cooperation  between 
the  two  countries.  Sub-regional  partner- 
ships between  Australia  and  Indonesia 
already  exist,  including  those  between 
Queensland  and  Central  Java  and  the 
Northern  Territory  and  Indonesia's  East- 
ern Provinces.  The  Western  Australia-East 
Java  relationship  has  entered  a  phase  of 
further  consolidation  with  the  signing  in 
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1995  of  a  second  five  year  Memorandum 
of  Understanding  between  the  govern- 
ments of  the  two  regions. 

This  paper  discusses  recent  economic 
trends  in  one  of  Indonesia's  most  im- 
portant regions.  East  Java,  with  a  par- 
ticular focus  on  the  Province's  infrastruc- 
ture development,  trade  and  investment 
outlook,  and  the  role  of  the  East  Java 
bureaucracy.  It  examines  the  pattern  of 
Australian  trade  with  and  investment  in 
East  Java.  The  paper  focuses  on  particu- 
lar sectors  of  the  East  Java  economy  that 
offer  the  greatest  scope,  not  only  for 
Western  Australian  companies  but  for 
Australian  firms  generally  that  are  look- 
ing for  business  opportunities  outside  the 
increasingly  saturated  market  in  Jakarta/ 
West  Java. 

There  are  three  main  reasons  why  East 
Java  merits  attention  from  Australian  bu- 
siness: 

•  its  robust  economic  growlh  —  the  Prov- 
ince's GDP  increased  at  about  7.8  per 
cent  in  1995  in  real  terms.  Per  capita  in- 
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come  was  just  over  US$800  in  1995  and 
at  that  rate,  East  Java's  income  will 
double  in  just  over  nine  years. 

•  East  Java's  emerging  international  pro- 
file —  international  trade  is  growing 
steadily  as  the  local  manufacturing  sec- 
tor continues  to  expand.  In  Surabaya, 
three  new  five-star  hotels  intended 
for  business  visitors  and  tourists  have 
opened  within  the  last  year  and  there 
are  now  35  international  flights  each 
week  to  destinations  such  as  Singapore, 
Hong  Kong,  Malaysia  and  China. 

•  East  Java's  links  to  Eastern  Indonesia  ~ 
Surabaya  is  the  pre-eminent  trade  hub 
for  the  eastern  archipelago  of  Indonesia. 
PT  Freeport  Indonesia  supplies  its  mas- 
sive gold  and  copper-mining  operations 
in  Irian  Jaya  from  Surabaya  and  the 
billion  dollar  Newmont/Fleur  Daniel 
gold  mine  in  Sumbawa,  is  also  likely 
to  obtain  fresh  produce  and  other  sup- 
plies from  East  Java.  These  links  to  the 
east  are  likely  to  strengthen  as  the  In- 
donesian Government  gives  increased 
attention  to  Indonesia's  eastern  prov- 
inces. 

East  Java:  Economic  Outlook 

The  outlook  for  growth  in  East  Java 
remains  strong  (see  Tables  1  and  2). 
With  a  population  of  33  million  in  1990, 
East  Java  has  one  of  Indonesia's  highest 
provincial  GDPs  at  around  US$25  billion 
per  annum.  The  Province's  growth  rate 
remained  above  the  national  average  be- 
tween 1990-1995.  Some  sectors,  e.g.  build- 
ing and  construction,  maintained  double- 
digit  growth  rates. 


While  lacking  natural  resources  such 
as  oil,  timber  or  minerals.  East  Java  has 
been  able  to  make  the  most  of  geographical 
diversity,  a  large  population  and  general- 
ly competent  bureaucratic  administration, 
to  sustain  a  "balanced"  pattern  of  growth 

and  development  over  the  last  thirty 

1 

years. 

Like  other  parts  of  Java,  East  Java  is 
moving  from  an  agricultural  to  a  manu- 
facturing industry  and  service  economy. 
Table  3  shows  how  this  is  occurring: 
agriculture's  contribution  dropped  from 
32  per  cent  in  1983  to  only  20  per  cent  in 
1995,  while  industry's  share  of  GDP  rose 
from  16  to  25  per  cent.  However  agricul- 
ture still  employs  roughly  half  of  East 
Java's  workforce. 

East  Java  boasts  a  number  of  Indo- 
nesia's leading  state  corporations,  for  in- 
stance the  state-owned  fertiliser  and 
chemical  producer,  PT  Petrokimia  Gresik, 
the  state  cement  corporation,  PT  Semen 
Gresik,  which  has  completed  a  massive 
plant  expansion  for  export  near  the  port 
of  Tuban  on  the  north-west  coast  of  East 
Java,  and  state  plantations  producing 
sugar,  coffee,  tobacco  and  cacao. 

East  Java  is  also  the  home  of  major 
private  sector  enterprises  such  as  Mas- 
pion  Industries  which  employs  over  30,000 
people  in  consumer  goods  and  aluminium 
manufacturing  and  cigarette  producer, 
PT  Gudang  Garam  which,  with  sales  per 
year  of  around  US$2.5  billion,  is  Indone- 


For  a  comprehensive  analysis  of  East  Java's 
economic  growth  in  the  twentieth  century,  see 
Balanced  Development  -  East  Java  in  the  New  Or- 
der, by  Dick  et  al,  OUP,  1993. 
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EAST  JAVA  IN  NATIONAL  PERSPECTIVE 


V-'Uic^v;i  y 

liJ 

TXTTX 

iNu. 

EJ  Share 

Population  (millions,  1990) 

33 

180 

18% 

Land  Area  (thousand  sq.  km.) 

48 

1  919 

GDP(Rp.  tnlhon,  1994) 

56 

377 

15% 

Exports  (US$  billions,  1995) 

3 

35 

9% 

Investment  Approvals  ( 1 967-94) 

Foreign  (US$  billions) 

11 

85 

13% 

Domestic  (Rp.  trillions) 

28 

283 

10% 

Motor  Vehicles  (millions,  1995) 

2.2 

13.7 

16% 

Rice  Produced  (million  t,  1993) 

8.6 

48.0 

18% 

Com  Produced  (million  t,  1993) 

3.0 

7.9 

38% 

Petroleum  Refining  (see  notes) 

2.0 

993.1 

0.2% 

Notes:     Exports  are  non-oil  and  gas;  t  stands  for  metric  tons;  Petroleum  is  in  million  barrels  per  day 
1994. 

Sources:  Central  Bureau  of  Statistics,  Investment  Coordinating  Board,  East  Java  Traffic  Control 
Office,  Bank  of  Indonesia. 


sia's  highest  corporate  tax-payer.  Key 
property  developers  in  East  Java  include 
Dharmala  Corporation,  the  highly  diver- 
sified Sekar  Group  which  owns,  three- 
quarters  of  the  newly-opened  US$60 
million  Mandarin  Hotel,  PT  Pakuwon  Jati, 
the  owners  of  the  Surabaya  Sheraton  and 
PT  Sinar  Galaxy,  the  developer  of  the 
largest  shopping  mall  in  eastern  Indo- 
nesia. 

The  Surabaya  metropolitan  area  and 
the  surrounding  Gerbangkertosusila  (GKS) 
development  region  are  the  jewels  in  East 
Java's  economic  crown.  Taking  in  Sura- 
baya and  the  centres  of  Gresik,  Bang- 
kalan,  Mojokerto,  Sidoarjo  and  Lamongan, 
the  GKS  has  a  total  population  of  7.2 
million  people,  of  which  50  per  cent  are 
urban  dwellers,  and  accounts  for  over  40 


per  cent  of  the  province's  economic  out- 
put. Between  1980  and  1990,  the  annual 
increase  in  population  was  approximately 
1.75  per  cent,  higher  than  for  East  Java  as 
a  whole  and  confirming  the  trend  in  mi- 
gration from  rural  to  urban  areas. 

With  a  population  of  around  2.8  mil- 
lion people  and  a  per  capita  income  three 
times  the  provincial  average,  Surabaya  is 
showing  evidence  of  continuing  strong 
growth.  The  dramatically-changing  skjlinc 
in  and  around  Surabaya  is  arresting,  es- 
pecially when  viewed  beside  the  city's 
agrarian  economic  hinterland.  One  still 
sees,  in  suburban  Surabayan  streets  at 
night  ox-drawn  carts  hauling  their  loads 
of  bamboo  scaffolding  from  one  construc- 
tion project  to  the  next:  a  sight  no  longer 
possible  in  Jakarta's  streets. 
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Table  2 


SIGNS  OF  GROWING  ACTIVITY 


Category 


1994 


1995 


Increase 


Energy 
Electricity  Produced* 

Transportation 
Surabaya  Toll  Road  Traffic 

Total  Vehicles  (trips) 

Heavy  Trucks  (trips) 
Juanda  Airport 

Passenger  Arrivals 
Tanjung  Perak  Seaport 

cargo  handled  (million  t) 

Trade  (US$  billions) 
Export 
Imports 

Property 
Five-Star  Hotels  (room  total) 


7.7 

21.9 
1.7 

1.33 

17.2 

2.8 
2.3 

511 


10.2 

30.2 
2.8 

1.56 

22.1 

3.3 
3.0 

1,409 


32% 

38% 

65% 

18% 
28% 

18% 
30% 

176% 


*    Periods  compared  are  April  '93  -  March  '94  versus  April  '94  -  March  '95,  corresponding  to  Indo- 
nesian fiscal  years. 
**  1993  versus  1994. 

Note:  All  figures  in  millions  unless  otherwise  specified;  Electricity  is  billions  of  kilowatt  hours  pro- 
duced by  PLN,  the  national  electric  company  (many  factories  produce  their  own  electricity 
in-house);  t  stands  for  metric  tons;  Export  figiures  are  Chamber  of  Commerce  estimates. 

Sources:  Jasa  Marga  Toll  Road  Corporations;  East  Java  Transportation  Department;  East  Java 
Chamber  of  Commerce;  East  Java  Statistics  Office. 


Deregulation  of  the  Indonesian  finan- 
cial sector  in  the  1980s  witnessed  rapid 
growth  in  East  Java's  finance  and  capital 
markets.  There  are  17  foreign  banks  with 
branches  in  Surabaya,  but  none  from  Aus- 
tralia. Leading  foreign  banks  are  ABN- 
Amro,  Standard  and  Chartered,  Citibank 
and  Hong  Kong  Bank.  When  it  opened 
in  1989,  the  Surabaya  Stock  Exchange 
was  Indonesia's  first  privately  owned  ex- 
change. While  the  Jakarta  Stock  Exchange 
is  thirty  times  bigger,  trading  Rp  300  bil- 
lion a  day  compared  to  Surabaya's  Rp  10 
billion  a  day,  the  Surabaya  exchange  is 


keen  to  grow  and  has  begun  discussions 
with  the  Australian  Stock  Exchange  on 
training  in  long-distance  trading. 

Surabaya  is  developing  a  consumer  cul- 
ture with  shopping  malls  selling  luxury 
goods  and  fast-food  outlets  catering  to 
young  people  who  seem  to  possess  ample 
spending  money.  One  indicator  of  grow- 
ing consumerism  is  the  success  of  Sura- 
baya's "Time  Zone"  recreation  centre  which 
took  receipts  of  around  US$40,000  on  a 
single  Saturday  not  long  after  opening 
in  late  1995.  It  is  estimated  that  Sura- 
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CHANGING  ECONOMIC  STRUCTURE  AND  ECONOMIC  GROWTH 


Contribution  to  GDP  (%)  Econ.  Growth 


Sector  1983  1995  1995 


Ind. 

EJ 

Ind. 

EJ 

Ind. 

EJ 

Agriculture 

22.9 

32.5 

17.2 

19.5 

3.96 

5.26 

Industry 

12.7 

16.3 

24.3 

25.9 

11.13 

10.73 

Trade,  Hotel,  Restaurant 

14.7 

19.1 

16.4 

20.4 

7.74 

9.21 

Others 

49.7 

32.1 

42.1 

34.2 

10.65 

6.20 

GDP 

100 

100 

100 

100 

8.07 

7.80 

Note:     EJ  is  East  Java;  Ind.  is  Indonesia. 

Sources:  Central  Bureau  of  Statistics;  Surabaya  Post,  24  April  1996. 


baya  incomes  may  be  rising  by  as  much 
as  20  per  cent  a  year  and  at  least  five  per 
cent  of  the  city's  population  earn  more 
than  A$50,000  a  year.  Surabaya  has  be- 
come the  shopping  centre  for  the  rest 
of  East  Java:  an  estimated  18  million  East 
Javanese  bought  goods  in  Surabaya  in 
1994. 

Against  this  pattern  of  rapid  economic 
growth,  however,  there  are  a  number  of 
constraints  which  keep  the  Province's  rate 
of  growth  in  check: 

•  East  Java's  greatest  single  handicap  is 
the  lack  of  adequate  and  reliable  sup- 
plies of  water  for  industrial  and  re- 
sidential use.  The  water  shortage  ap- 
pears all  the  more  critical  at  the  end 
of  the  long  dry  season  in  East  Java.  Ex- 
cessive utilisation  of  bore  water  from 
underground  aquifers  is  leading  to 
salination  of  Surabaya's  water  table. 

•  Land  acquisition  is  a  complex  and  ex- 
pensive undertaking  for  private  and 
public  sector  developers  alike.  i\ccord- 


ing  to  the  National  Planning  Agency, 
BAPPENAS,  there  are  more  than  600 
regulations  which  relate  to  lu-ban  man- 
agement by  local  (Tingkat  II)  govern- 
ments in  Indonesia.  Many  developers 
in  East  Java  (and  elsewhere  in  Indo- 
nesia) claim  to  own  the  rights  to  land 
without  yet  having  acquired  it. 

•  Before  a  project,  e.g.  setting  up  a  fact- 
ory, may  commence  an  environmental 
impact  assessment  (AMDAL)  is  re- 
quired. In  Australia,  planners  and  en- 
gineers would  be  involved,  but  in  In- 
donesia what  is  required  is  adherence 
to  a  set  of  guidelines  without  very 
much  specific  matter  relating  to  the 
particular  project. 

Reflecting  increasing  demand  for  un- 
skilled and  semi-skilled  labour,  the  min- 
imum wage  in  East  Java  has  risen  to 
Rp  4,500.  The  provincial  office  of  the  De- 
partment of  Manpower  monitors  local 
companies  and  foreign  joint  ventures  to 
sec  that  the  minimum  wage  is  met.  Com- 
panies are  now  required  to  provide  a  meal 
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allowance  to  workers.  The  East  Java  Gov- 
ernment maintains  that  industry  should 
accept  greater  responsibility  for  the  care 
of  its  work  force.  During  recent  labour  un- 
rest in  Sidoarjo,  one  of  East  Java's  largest 
employers,  PT  Maspion,  avoided  trouble 
by  broadening  its  wage  structure  to  in- 
clude food  and  travel  allowances  for  all 
its  employees. 

Infrastructure  Developments 

East  Java  has  reasonably  good  infra- 
structiu-e:  roads  are  largely  passable,  phone 
calls  are  getting  through  more  easily 
these  days,  and  power  outages  are  rare. 
However  the  Province's  economic  growth 
is  making  increased  demands  on  infra- 
structure. Whereas  electrical  power  supply 
is  now  adequate,  the  same  cannot  be 
said  of  water  and  rail  transportation  net- 
works. 

A  number  of  major  infrastructure  works 
are  planned  or  underway  in  East  Java  (see 
Table  4): 

•  When  completed  in  1998,  the  Paiton 
coal-fired  steam  power  plant  on  the 
mid-north  coast  of  East  Java  will  have 
a  combined  output  of  over  3,000  MW. 
It  involves  both  state  corporation  and 
private  sector  interests,  including  one 
with  a  subsidiary  of  Queensland's  New 
Hope  Mining,  PT  Adaro  Coal.  The  Paiton 
project  will  enhance  the  trans-Java  grid 
which  is  already  partly  served  by  a  coal- 
fired  power  station  in  Sidoarjo  and  the 
gas  turbine  power  complex  in  Grcsik. 

•  The  Madura  Bridge  Project  to  link  a 
proposed  industrial  estate  on  the  island 


of  Madura  off  Surabaya  with  the  main- 
land has  yet  to  commence,  although  pro- 
ponents of  the  project  claim  to  have  se- 
cured a  Japanese  OECF  loan  to  cover 
most  of  the  project's  estimated  $370 
million  cost. 

•  There  are  plans  to  build  a  pipeline 
connecting  the  Umbulan  spring  with 
Surabaya  providing  water  for  domestic 
and  industrial  uses.  A  number  of  do- 
mestic and  overseas  parties,  including 
Australian  firm  Clough  Engineering 
Ltd.,  were  involved  in  tendering  for 
the  project  in  1992-1994.  It  now  appears 
likely  that  a  consortium  between  the 
Jaya  and  Bimantara  Groups  will  be 
awarded  the  contract  by  the  Depart- 
ment of  Public  Works  in  Jakarta  but 
there  is  no  indication  when  the  project 
is  likely  to  commence. 

•  An  extensive  network  of  toll  roads  will 
be  built  linking  Probolinggo,  Pasunian, 
Malang  and  Mojokerto  with  Surabaya 
as  part  of  the  planned  trans-Java  toll 
road  network  (see  map  attached).  Al- 
though foreign  contractors  have  shown 
an  interest  in  toll  roads,  it  is  believed 
Jakarta  toll  road  operator  PT  Citra  Mar- 
ga  Nusaphala  Persada,  belonging  to  the 
President's  daughter,  will  get  the  lion's 
share  of  the  work  to  build  the  Sura- 
baya network.  A  physical  constraint  in 
constructing  the  eastern  side  of  the  toll 
ring  road  through  the  Kenjeran  area 
to  the  east  of  the  city  is  the  large  num- 
ber of  prawn  ponds  {tambak  udang). 
The  prevalence  of  prawn  ponds  in  this 
area  has  also  impeded  progress  in  de- 
veloping two  major  residential  and  re- 
creational land-use  leases  on  the  eas- 
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MAJOR  EAST  JAVA  INFRASTRUCTURE  PROJECTS 


Category  Description  Est.  Value 

Project  (est.  date  complete)  (US$  millions) 

Transportation 
Toll  Road/Bridges  (a) 

Surabaya  East  ring  road  16  km  (2000)  250 

Surabaya-Mojokerto  38  km  (1999)  280 

Gempol-Pandaan  1 3  km  ( 1 998)  60 

Pandaan-Malang  30  km  (1999)  HO 

Gempol-Pasuruan  32  km  (1998)  (b)  70 

Pasuruan-Probolingo  40  km  (1999)  130 

Gresik-Tuban  75  km  (2000)  260 

Surabaya-Madura  bridge  5  km  (c)  260 

Airport  (Juanda)  (1999)  (d)  75 

Seaport  (Tanjimg  Perak) 

Container  pier  (1998)  (e)  270 

Electrical  Power 

Paiton  Swasta  I  (98-99)  (f)  2.500 

Paiton  Swasta  n  ( 1 999-2000)  1 ,700 

Pasuruan  (1999)  (g)  525 

Java-Bali  elec.  network  n/a 

Water  Supply  and  Treatment 

Umbulan  Springs  70  km  pipe  (h)  n/a 

Karang  Pilang  HI  plant  n/a  n/a 

Telecommunications  (i)  n/a 


Notes:  (a)  all  2x2  lanes;  (b)  Bechtel  Corp.  of  U.S.  is  reported  to  be  interested;  (c)  Bridge  project  has 
been  delayed  since  early  1990s;  Japanese  OECF  loan  is  still  uncertain;  (d)  lengthen  rxmway,  build  new 
facilities;  Canadian  company  Bracknell  is  expected  to  do  work;  (e)  double  length  of  container  pier  to 
1,000  m;  Citra  Lamtorogung  is  prime  contractor,  (f)  Paiton  Swasta  I  and  II  are  both  30-year  build- 
own-operate  projects,  both  to  produce  1230  megawatts  of  electricity;  Paiton  Swasta  1  is  owned  by 
Mission  Energy  Company  (40  per  cent).  General  Electric  Capital  Corp.  (12.5  per  cent),  Mitsui  and 
Company,  Ltd.  (32.5  per  cent),  and  PT  Batu  Hitam  Pcrkasa  (15  per  cent),  Paiton  Swasta  n  is  reported 
to  be  owned  by  Siemens  Company  (50  per  cent),  Power  Gen  (35  per  cent),  and  Bumipcrtiwi  Tata- 
pradipta  (15  per  cent);  (g)  500  megawatt  gas-fired  plant;  Enron  Corp.  of  U.S.  is  involved;  (h)  Umbulan 
Springs  is  a  4,000  liter  per  second  freshwater  source;  the  pipeline  project  has  already  been  delayed 
several  years  due  to  financing  difficulties;  (i)  750,000  new  telephone  lines  slated  to  be  added  by 
1999. 

Source:  East  Java  Planning  Board,  various  press  reports. 
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tern  side  of  the  city  owned  by  Dharmala 
Group  and  PT  Pakuwon  Jati. 

The  upgrading  of  Juanda  airport  is  an- 
other project  that  has  been  much  dis- 
cussed but  is  taking  a  long  time  to 
come  to  fruition.  A  Canadian  engineer- 
ing company  is  believed  to  have  an  in- 
terest but  not  much  is  happening  at 
present. 


•  The  existing  gas  pipeline  supplying 
natural  gas  from  the  Kangean  Islands 
off  the  north  coast  (Bali  North  project) 
of  East  Java  to  a  gas  turbine  power 
station  at  Gresik  is  being  expanded 
and  the  gas  distribution  system  up- 
graded. Gas  is  now  connected  to  the 
main  industrial  estates  around  Sura- 
baya and  a  spur  line  is  being  laid  be- 
side the  highway  to  Malang.  Inevitable 
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"leakages"  of  gas  from  the  pipeline  will 
undermine  this  power  source's  effect- 
iveness. 

•  Telecommunications.  Up  to  750,000  new 
telephone  lines  are  due  to  be  added  to 
the  telephone  network  by  1999.  Accord- 
ing to  one  interlocutor  in  the  East  Java 
Government,' lit  presently  only  takes 
seven  days  to  obtain  a  telephone  con- 
nection in  Surabaya  without  bribes.  For 
the  subscriber,  payment  of  the  tele- 
phone connection  may  be  facilitated 
in  10  instalments  to  PT  Telkom. 

•  The  national  government  has  a  clear- 
ly ambitious  plan  to  link  Gilimanuk 
in  Bali  with  Banyuwangi  on  the  east 
coast  of  East  Java  by  a  bridge  across 
the  Bali  Strait.  President  Soeharto  re- 
portedly discussed  the  scheme  with 
Dr.  Mahathir  in  Kuala  Lumpur  recent- 
ly in  the  context  of  discussions  on  a 
similar  large-scale  bridge  project  con- 
necting Sumatra  with  Malaysia  but, 
like  the  Madura  bridge,  its  implemen- 
tation will  be  take  considerable  time. 

Other  private  sector  mega-projects  in 
East  Java  illustrate  the  scale  of  infra- 
structure works  coming  on  stream  or  in 
the  pipeline. 

•  Property  developers  Dharmala  Group, 
Citra  Group  and  PT  Pakuwon  Jati  are 
in  the  forefront  of  large-scale  satellite 
town  developments  incorporating  re- 
sidential accommodation,  golf  courses, 
office  blocks  and  shopping  malls.  Lx)c- 
ated  in  the  city's  west  these  estates 
were  originally  known  by  such  appella- 
tions "as  Grande  Family  Estate  or  Citra- 
land.  However  in  order  to  conform 


with  the  Government's  policy  of  Indo- 
nesianising  place  names,  these  pro- 
jects have  undergone  some  interest- 
ing name  changes  so  that  we  now 
have  estates  called  Graha  Famili  (note 
the  spelling!),  Citra  Raya  and  Pakuwon 
Indah.  The  scale  of  these  estates  is 
large  by  any  standards:  the  Citra  Raya 
project  alone  is  worth  US$500  million 
and  covers  2,000  ha.  To  date,  2.400  re- 
sidential units  have  been  completed 
and  the  target  is  20,000  houses/apart- 
ments. The  project  even  envisages  re- 
location of  the  site  of  the  famous 
Surabaya  Zoo!  The  cost  of  individual 
apartments  in  the  high-rise  condomin- 
iums is  exorbitant,  reflecting  the  de- 
velopers' belief  in  the  strength  of  the 
market  for  prestige  residential  accom- 
modation. Prices  reach  as  high  as  Rp  850 
million  for  a  four  bedroom  apartment 
in  Dharmala' s  condominium  towers. 

•  PT  Batu  Hitam  Perkasa,  owned  by 
Hashim  Djojohadikusumo,  is  construct- 
ing a  US$2  billion  olefin  and  ethylene 
plant  near  Tuban  producing  olefin  and 
aromatic  by-products  for  the  plastics 
industry.  The  investment  will  be  part- 
ly Japanese  financed. 

•  A  US$500  million  copper  smelter  pro- 
ject in  Gresik,  owned  by  PT  Freeport 
Indonesia  (25  per  cent)  and  Mitsubishi 
(75  per  cent)  has  been  delayed  through 
financing  difficulties  and  has  yet  to 
begin  construction. 

•  Asea  Brown  Boveri  is  expanding  its 
US$33  million  boiler  plant  in  Gresik, 
built  to  manufacture  boilers  for  Paiton  I. 
to  become  its  turbine  and  power  gen- 
erator equipment  plant  for  the  whole 
of  Southe&st  Asia. 
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East  Java  Trade  and  Investment: 
Trends  and  Priorities 

East  Java's  exports  continue  to  show 
healthy  growth.  The  figures  of  1995/1996 
produced  by  the  Surabaya  Branch  of  the 
Bank  of  Indonesia  show  a  15  per  cent 
average  annual  growth  with  exports  va- 
lued at  US$3.04  billion.  The  top  three 
items,  wood  products  (including  teak  fur- 
niture), sport  shoes  and  frozen  prawns  to- 
gether account  for  over  US$1  billion  in  ex- 
port earnings.  Average  annual  growth  of 
imports  in  1995/1996  was  a  robust  20  per 
cent  and  imports  were  valued  at  US$3.05 
billion,  mainly  in  metals,  machinery  and 
chemicals. 

The  East  Java  Goverment's  general  ap- 
proach to  investment  attraction  is  to  ex- 
pand the  Province's  industrial  base  and 
encourage  value-added  industries  across 
the  board.  Despite  East  Java's  famous  re- 
putation for  independence,  however,  most 
major  investment  and  planning  decisions 
are  taken  in  Jakarta  where  the  majority  of 
corporate  headquarters  and  central  gov- 
ernment planning  agencies  are  located. 
This  is  especially  true  for  East  Java's  in- 
frastructure projects  which  are  controll- 
ed by  government  ministries  in  the  capital. 

According  to  the  East  Java  Investment 
Coordinating  Board,  foreign  investment 
over  the  period  1967-1996  was  valued  at 
around  US$24  billion.  This  compares  with 
a  figure  of  US$158  billion  worth  of  cu- 
mulative foreign  investment  in  Indonesia 
over  the  same  period.  Foreign  investment 
approvals  are  holding  up  with  about 
US$500  million  approved  in  1995.  Under 
the  present  Repelita  (1993-1998),  invest- 
ment in  East  Java  from  public  and  private 


sources  is  expected  to  reach  US$75  billion 
in  the  ratio  20:80  per  cent,  mainly  in  ma- 
nufacturing. 

East  Java's  principal  foreign  investors 
are  Taiwan,  Japan,  Singapore,  Hong  Kong, 
South  Korea,  the  United  States  and  the 
Netherlands.  New  foreign  manufacturing 
joint  ventures  favour  setting  up  their  opera- 
tions in  one  of  East  Java's  new  privately- 
owned  industrial  estates,  such  as  Dhar- 
mala  Group's  Ngoro  Industrial  Park  (NIP— 
see  map  attached).  NIP  is  now  60  per 
cent  subscribed  with  joint  ventures  from 
Taiwan,  Hong  Kong  and  Singapore  pro- 
ducing light  manufactured  goods,  such  as 
paper  clips,  name  tags  and  carmed  mangoes, 
for  re-export. 

The  East  Java  Investment  Coordinat- 
ing Board  has  identified  agro-industry  as 
a  key  sector  for  investment.  It  is  keen 
to  see  investments  that  add  value  to  East 
Java's  export  commodities  such  as  pro- 
cessed fruit  (e.g.  canned  mangoes). 

Other  priority  areas  for  investment  are: 

•  seafood  processing; 

•  horticulture; 

•  production  of  animal  feed; 

•  timber  processing; 

•  pulp  and  paper; 

•  leather  goods  and  apparel. 

There  is  also  serious  interest  in  exploita- 
tion of  the  Province's  mineral  deposits, 
for  example,  bentonite. 

Changes  announced  as  part  of  the 
deregulatory  packages  of  1993-1994  co- 
vering investment  procedures  have  given 
provincial-level  investment  coordinating 
agencies  a  more  important  role  in  the 
issuing  of  land  use  permits  for  joint 
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venture  operations.  The  head  of  the  East 
Java  Investment  Coordinating  Board  is 
Drs.  Bambang  Koesbandono  whose  pre- 
vious job  was  in  BAPPEDA. 

East  Java  Administration 

The  "Balanced  Development"  study 
makes  the  point  that  East  Java's  successes 
in  social  and  economic  policy  is  at  least 
in  part  attributable  to  a  professional  bu- 
reaucracy and  the  perceived  legitimacy 
of  the  provincial  administration.  In  eco- 
nomic policy  terms  the  key  institution  is 
the  provincial  planning  agency,  BAP- 
PEDA, headed  by  Ir.  Oemar  Moehtadi. 
As  BAPPEDA's  Vice  Chairman  and  later 
Chairman  under  the  former  pro-business 
Governor  of  the  Province,  Soelarso,  Moeh- 
tadi guided  the  establishment  of  East 
Java's  international  linkages,  including 
the  Western  Australia-East  Java  relation- 
ship. Since  the  present  Governor,  Basofi 
Sudirman,  came  to  power  in  1993,  Moeh- 
tadi has  had  an  even  more  influential  role 
to  play  in  economic  policy-making,  given 
Basofi 's  preoccupation  with  East  Java's 
political  agenda.  Moehtadi  is  due  to  re- 
tire in  the  next  year  or  so. 

Another  provincial  administrator  with 
a  wealth  of  experience  in  economic  and 
fiscal  management  is  Soelarso's  former 
assistant  and  current  head  of  the  East 
Java  Development  Bank,  Ir.  Moh.  Zuhdi. 
While  East  Java's  strong  reputation  in 
the  field  of  economic  management  has 
rested  on  the  shoulders  of  career  public 
servants  such  as  Moehtadi  and  Zuhdi, 
it  remains  to  be  seen  whether  their  im- 
minent retirement  leaves  a  gap  of  ex- 
perience and  professionalism  lhat  the 
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next  generation  of  administrators  finds 
difficult  to  bridge. 

With  an  aimual  budget  of  US$6  billion, 
the  Surabaya  Municipal  Authorities  (Peme- 
rintah  Kotamadya  DATI  11)  are  responsible 
for  urban  planning  and  management  is- 
sues, including  approvals  for  property 
and  infrastructure  projects  in  the  city. 
Amongst  notable  performers  at  this  level 
of  administration  are  Ir.  Alisjahbana  in 
BAPPEDA  Tingkat  II  and  the  head  of 
the  Public  Works  Service,  Ir.  Benyamin 
Hilly.  Both  men  have  had  experience  of 
the  international  environment;  the  former 
through  his  postgraduate  studies  in 
urban  planning  in  the  Netherlands  and 
the  latter  through  his  invilvement  in 
setting  up  the  Surabaya-Seattle  Sister 
City  Relationship.  Hilly  is  currently  work- 
ing with  Djohan  Silas  and  the  Surabaya 
Institute  of  Technology  to  set  up  a  Mas- 
ters of  Urban  Planning  degree  course 
with  RMTT  in  Melbourne. 

East  Java  is  attempting  to  address  pub- 
lic transportation,  water  supply,  drainage 
and  environmental  control  issues  through 
government  cooperation  at  regency  {ka~ 
bupaten)-\Q\t\.  Where  effective  coopera- 
tion occurs  between  two  kabupaten  ad- 
ministrations, however,  for  example  be- 
tween Surabaya  and  Sidoaijo  over  revenue- 
sharing  from  the  Bungurasih  land  trans- 
port terminal,  this  may  fuel  resentment 
on  the  part  of  other  kabupatens  not  par- 
ticipating in  such  forms  of  cooperation. 

A  major  constraint  on  effective  urban 
planning  is  the  shortage  of  local  govern- 
ment revenues.  For  example  Kabupaten 
Sidoarjo's  experiment  in  decentralisation 
in  line  with  the  national  government's 
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urban  management  policies  has  been  be- 
set with  difficulties.  The  population  of 
Sidoarjo,  currently  1.17  million  people,  is 
growing  faster  than  any  kabupaten  in 
East  Java.  Urbanisation  is  proceeding 
apace  on  account  of  the  good  acces  pro- 
vided by  the  Surabaya-Gempol  toll  road 
and  the  development  of  a  significant  in- 
dustrial base  in  the  regency,  centring  on 
plastics  production  and  household  goods. 
According  to  East  Java  Vice  Governor 
Soeprapto,  Sidoarjo  does  not  generate 
enough  income  to  pay  for  public  sector 
salaries  and  services  which  must  be  sub- 
sidied  by  funding  from  both  central  and 
provincial  government  coffers  according 
to  complex  budgeting  procedures.  In  an 
attempt  to  generate  additional  revenue, 
the  Kabupaten  has  increased  local  land 
taxes,  a  measure  highly  unpopular  with 
local  rate  payers  and  industry  alike. 

Funding  for  housing  in  the  urban 
areas  of  East  Java  for  low-income  groups 
is  a  problem  as  the  high  cost  of  land 
makes  traditional  single  storey  housing 
projects  prohibitively  expensive,  even 
when  undertaken  in  partnership  with  the 
private  sector.  Property  developers  must 
adhere  to  the  1-3-6  rule  in  providing 
high,  middle  and  low-income  housing.  In 
order  to  maintain  their  obligations,  de- 
velopers, not  surprisingly,  have  tended 
to  concentrate  on  putting  up  low  cost 
housing  estates  on  the  margins  of  Sura- 
baya where  land  is  at  its  cheapest. 

East  Java  and  Australia:  Trade  and 
Investment  Patterns 

Against  a  background  of  burgeoning 
bilateral  trade  (e.g.  a  31  per  cent  increase 


in  the  value  of  Australia's  exports  to  Indo- 
nesia in  1995/1996  totalling  A$2.77  billion 
and  a  27  per  cent  rise  in  Indonesian  ex- 
ports to  Australia  over  the  same  period 
amounting  to  A$1.52  billion),  the  question 
arises  how  quickly  Australia's  trade  with 
East  Java  is  also  growing.  The  unreliabil- 
ity of  data  for  trade  flows  at  provincial 
level  in  Indonesia  makes  it  difficult  to 
convey  accurate  estimates  but  East  Java 
Government  figures  reveal  that  Australia 
ranks  amongst  the  ten  biggest  exporters 
to  East  Java.  The  main  exports  are  com- 
modities, with  soft  grain  wheat  suitable 
for  Bogasari  Flour  Mill's  noodle  produc- 
tion being  a  significant  item.  Australia 
currently  occupies  seventh  position  as  a 
destination  for  East  Java  exports  which 
are  worth  US$110.5  million.  Main  export 
items  to  Australia  are  paper,  plastic  bags, 
writing  pads,  kitchen  ware  and  cement 
tiles. 

Given  that  import  duties  are  deter- 
mined by  the  value  of  the  product  in- 
cluding the  freight  component,  Australia's 
proximity  to  Indonesia  relative  to  other 
suppliers  makes  it  a  competitive  supplier 
of  high  value  perishable  items  in  bulk, 
e.g.  fresh  fruit  by  means  of  air  freight. 
Increased  shipment  of  exports  by  air  to 
Surabaya  is  likely  to  result  from  the  ex- 
pansion of  air  services  between  Australia 
and  East  Java.  Ansett  has  already  com- 
menced a  service  linking  Australia's  east 
coast  cities  with  Surabaya  via  Darwin  and 
Bali. 

In  terms  of  investment,  Australia  ranks 
9th  as  a  foreign  investor  in  East  Java 
with  US$1.89  billion  invested  in  15  ap- 
proved projects  in  East  Java,  mainly  in 
the  construction  sector.  Amongst  those 
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projects  that  have  been  realised  are  joint 
ventures  involving  Boral  and  CSR  Ltd., 
producing  export-quality  plasterboard  and 
readymix  concrete  respectively.  A  joint 
venture  between  local  developer  PT  Ready 
Indah  and  NSW  company  Healthcare  of 
Australia  will  construct  a  A$25  million 
prestige  hospital  for  high-income  earners 
due  to  be  completed  by  1997.  East  Java 
investment  in  Australia  is  concentrated 
overwhelmingly  in  residential  and  some 
retail  property,  especially  in  Western  Aus- 
tralia. 


Opportunities  in  East  Java  for  Aus- 
tralian Companies 

Australian  business  can  tap  East  Java's 
commercial  potential  by  exploiting  our  com- 
petitive advantages  of  proximity  and  good- 
will. The  following  sectors  offer  the  most 
potential: 

Infrastructure  Development 

While  the  scale  of  the  planned  infra- 
structure projects  already  mentioned  is 
probably  beyond  the  scope  of  most  Aus- 
tralian contractors,  there  could  still  be  op- 
portunities for  Australian  firms  to  get  in- 
volved in  downstream  work  on  a  sub-con- 
tract basis.  A  consortium-based  approach 
is  an  effective  strategy  for  maximising  the 
chances  of  a  successful  bid. 

Concern  about  endemic  flooding  in 
parts  of  East  Java  has  led  to  renewed  in- 
terest in  flood  mitigation  and  irrigation 
works.  This  could  open  up  opportunities 
for  companies  with  relevant  expertise  in 
hydro-engineering,  in  collaboration  with 
the  Jasa  Tirta  Water  Management  Authority 
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which  manages  East  Java's  main  waterway, 
the  Brantas  River,  and  its  tributaries. 

Construction  Materials 

Although  suffering  from  an  over-supply 
of  quality  retail  and  office  accommodation, 
growth  in  the  building  and  construction 
sector  in  East  Java  remains  strong.  High- 
rise  residential  condominium  developments 
have  mushroomed  in  various  parts  of  the 
city,  for  example  the  Adistana  towers  in 
Jalan  Ngagel  and  the  Paragon  apartments  in 
Jalan  Mayjen  Sungkono.  Supplies  of  high 
quality  bricks  for  prestige  building  projects 
are  in  demand  as  these  can  not  be  found 
locally.  In  general,  however,  the  cost  of 
many  imported  Australian  building  mate- 
rials, subject  to  a  20-30  per  cent  duty,  makes 
these  products  unattractive  to  the  Indone- 
sian construction  industry. 

Hotel  Industry 

Surabaya  has  witnessed  a  quantum  leap 
in  the  number  and  quality  of  its  hotels.  The 
city  now  boasts  five  5 -star  hotels  (Hyatt, 
Shangri-La,  Sheraton,  Mandarin  and,  since 
August  1996,  the  Westin).  Since  1994,  the 
number  of  3-5  star-rated  hotel  rooms  has  in- 
creased by  approximately  60  per  cent,  making 
it  difficult  for  hotels  to  lift  their  occupanc>' 
rates  above  60-70  per  cent.  Two  3-4  star  ho- 
tels have  recently  opened,  the  Novotel  and 
Ibis  Hotels  operated  by  PT  Accor  Asia-Pa- 
cific Indonesia,  and  more  are  currently  in 
the  planning  stage,  e.g.  the  Century  Atlit 
in  Jalan  Tunjungan  and  the  Holiday  Inn 
in  Jalan  Basuki  Rachmat.  Completion  of 
these  new  hotels  has  greatly  expanded  the 
supply  of  banquet  and  conference  facilities 
and  could  assist  Surabaya  attract  interna- 
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tional  conventions,  although  it  still  has  a 
long  way  to  travel  before  it  can  rival  Ja- 
karta and  Bali  in  this  regard. 

The  boom  in  the  hotel  construction  sec- 
tor should  also  provide  a  number  of  oppor- 
tunities for  Australian  firms.  Tenders  will 
be  let  for  hotel  interior  design  and  fit-out 
work.  The  need  to  train  increasing  numbers 
of  staff  in  East  Java's  hospitality  sector 
should  also  yield  good  prospects  for  com- 
panies specialising  in  hospitality  industry 
training  and  management. 

Land-use  Planning  and  Design 

Australia  enjoys  a  good  reputation  in  the 
area  of  design  and  planning  of  mixed  resi- 
dential and  recreational  facilities,  including 
golf  courses.  Cheaper  and  more  widely 
available  land  in  East  Java  has  resulted  in 
a  proliferation  of  golf  course  developments 
with  a  number  of  links  either  recently  com- 
pleted or  on  the  drawing  board.  Major  golf 
course  developers  in  East  Java  include,  the 
Sekar  Group,  Jaya  Group  and  cigarette  ma- 
nufacturer PT  Sampoema.  Australian  golf 
course  designers,  e.g.  Peter  Thomson,  have 
been  employed  by  local  East  Java  firms 
looking  to  establish  "prestige"  links.  (Note: 
according  to  one  East  Java  developer,  the 
Province  golf  course  development  may 
have  already  reached  saturation  point  as 
there  at  most  300  regular  players  in  Sura- 
baya). 

Major  Property  Asset  Management 

While  some  East  Java  property  de- 
velopers consider  Australia  to  be  too  highly 
priced  in  terms  of  building  materials  and 
machinery,  all  agree  that  there  are  very  good 


opportunities  for  Australian  firms  and  in- 
dividuals to  manage  their  prc-^iige  property 
assets.  For  example,  recognising  Australian 
expertise  in  this  area,  Dharmala  Group  are 
keen  to  employ  managers  of  golf  courses, 
golf  club  houses,  3 -star  hotels  and  private 
hospitals.  The  prospects  for  Australian  pro- 
perty asset  managers  is  enhanced  because 
of  the  shortage  middle  manager-level  ex- 
pertise in  East  Java  (and  elsewhere  in  In- 
donesia). 

Food  Processing  and  Supply 

Food  exports  are  in  increasingly  large 
export  income  earner  for  East  Java  and  there 
are  opportunities  for  the  supply  of  food  pro- 
cessing equipment,  especially  packaging, 
sorting  and  cold  storage  equipment.  Food 
processing  in  East  Java  is  dominated  by  the 
Sekar  Group,  which  manufactures  chilled 
beef,  fresh  frozen  prawns  and  cashews  under 
the  Finna  label.  As  a  reflection  of  growing 
consumer  tastes  in  East  Java,  Sekar  is 
looking  to  find  new  food  brands  which  it 
wants  to  handle  through  the  company's  ra- 
pidly expanding  wholesale  distribution  sys- 
tem based  on  the  Fair  Price  supermarket 
chain.  Sekar  are  willing  to  stock  lines  that 
are  both  innovative  and  reflect  Australia's 
image  as  a  producer  of  green  and  clean  food 
products. 

Exports  of  Australian  meat,  fruit  and  ve- 
getables to  the  East  Java  prestige  hotel 
market  are  advantaged  by  the  increased  air 
and  sea  transport  links  between  Australia 
and  Surabaya  through  either  Bali  or  Jakarta. 
The  Northern  Territory  Government  has 
announced  a  new  Darwin-Bali-Surabaya 
shipping  service  to  start  in  mid-November 
1996.  This  service  will  involve  a  single  485 


42 

DWT  tonne  vessel  converted  to  container 
cargo  and  will  have  a  sailing  transit  time 
of  four  weeks.  Cargo  under  consideration 
for  the  service  includes  fertiliser  from  Su- 
rabaya for  the  Ord  River  region  and  meat 
and  fruit  juices  from  Darwin  for  the  hotel 
sector  in  Bali  and  Surabaya. 

Waste  Water  Treatment 

Under  the  Indonesian  Government's 
PROKASIH  clean  rivers  program,  East  Java 
was  selected  as  a  model  for  the  imple- 
mentation of  stringent  regulations  aimed  at 
reducing  the  level  of  pollutants  being  dis- 
charged into  the  Province's  rivers.  The  A$25 
million  Australian  Government-funded  Pol- 
lution Control  Indonesia  (PCI)  project,  now 
in  its  third  year,  focuses  on  institution- 
strengthening  and  human  resource  develop- 
ment of  East  Java's  pollution  monitoring 
apparatus.  The  projects  is  proceeding  with 
the  full  cooperation  of  the  Indonesian  En- 
viromnent  Agency  (BAPPEDAL). 

Indonesian  Government  legislation  makes 
it  mandatory  for  industries  to  submit  an 
AMDAL  assessment.  Firms  producing  sub- 
stantial amounts  of  industrial  effluent  are  re- 
quired to  install  waste  water  treatment  me- 
chanism. However,  despite  some  early  pro- 
mise and  the  goodwill  generated  by  the 
PCI  project,  Australian  waste  water  treat- 
ment companies  have  had  only  limited  suc- 
cess in  East  Java.  Many  utilities  producing 
effluent  are  reluctant  to  invest  in  expensive 
pollution  control  devices.  For  instance,  Su- 
rabaya's public  hospital  system,  which  dis- 
charges biplogical  effluent  directly  into  the 
Brantas  River,  has  too  small  a  budget  to 
pay  for  soj^isticated  waste  water  treatment 
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mechanisms.  One  Australian  company  re- 
cently introduced  hospitals  in  Surabaya 
to  its  waste  removal  technology  but  the 
capacity  of  its  rapid  destructor  proved  to 
be  much  greater  than  the  ability  of  the 
East  Java  hospital  system  to  accommo- 
date it. 

Education  Services  and  Technical 
Training 

Surabaya  shows  a  growing  demand  for 
overseas  education.  The  United  States  and 
Europe  exert  a  strong  pull  but  Australia 
has  advantages  of  proximity,  good  life 
style,  a  good  academic  reputation  and  has 
gained  strong  market  share.  Australia  is 
now  the  number  one  overseas  destination 
for  Indonesian  students. 

Indonesia's  needs  are  enormous  in  the 
area  of  technical  training.  One  of  the  stra- 
tegic industries  overseen  by  the  Minister 
for  Research  and  Technology,  Dr.  Habibie, 
is  the  PT  PAL  naval  shipyards  in  Sura- 
baya. Opportunities  exist  for  Australian 
training  consultancies  to  conduct  courses 
for  engineers,  marine  scientists,  computer 
managers,  including  in  PT  PAL. 

Tourism 

East  Java's  abundant  natural  beauty 
and  unique  culture  make  it  an  attractive 
destination  for  tourists.  However  Provin- 
cial tourism  authorities  must  address  a 
number  of  existing  weaknesses  so  that  in- 
vestment in  tourism  may  reach  its  full  po- 
tential. Particular  weaknesses  include  the 
low  standard  of  English  of  East  Java's 
hospitality  sector,  poor  marketing  of  its 
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tourist  assets  and  the  lack  of  a  tourist 
ethos  amongst  the  people  of  the  Province. 
There  are  opportunities  for  Australian 
business  in  implementing  programs  to 
strengthen  the  skills  of  the  tourism  work 
force  and  develop  a  community-based 
tourism  ethos.  A  co-ordinated  marketing 
and  promotional  strategy  could  be  for- 
mulated in  conjunction  with  local  au- 
thorities covering  all  levels  and  regions 
of  the  Province. 

Franchising 

As  any  stroll  around  one  of  Surabaya's 
new  shopping  complexes  will  testify,  the 
city's  growing  consumer  culture  is  fertile 
ground  for  franchised  fast  food,  leisure  and 
entertaiiunent  facilities.  Quick,  quality  print- 
ing, e.g.  stationery  and  business  cards,  is 
one  opportunity  worth  pursuing. 

Total  Quality  Control 

Opportunities  exist  in  this  field  as  Indo- 
nesian manufacturers  become  more  aware 
of  the  need  to  obtain  a  competitive  edge 
through  adherence  to  quality  control  sys- 
tems and  environmental  safeguards.  There 
is  increasing  interest  in  obtaining  ISO  9000 
and  14000  series  qualifications,  for  example 
in  the  steel  manufacturing  and  fabricating 
industries.  One  Australian  consultant  has 
already  established  a  good  business  in 
East  Java  advising  firms  on  how  to  obtain 
ISO  qualifications. 

Health  Care  Services 

For  the  present  there  are  no  private 
quality  health  care  centres  in  Surabaya. 


Rather  than  flying  to  Singapore  or  Austra- 
lia for  treatment  or  elective  surgery,  Sura- 
bayans  who  can  afford  it  would  prefer  to 
obtain  health  care  at  local  private  clinics 
and  boutique  hospitals,  albeit  at  a  pre- 
mium cost.  Health  services  that  could  be 
provided  by  Australian  companies  include 
pathology  and  hospital  management,  train- 
ing and  equipment. 


Conclusion:  Building  a  Business 
Partnership 

It  is  encouraging  that  Australian  com- 
panies are  beginning  to  investigate  oppor- 
tunities outside  Jakarta  in  important  re- 
gional centres,  for  example  Surabaya,  Se- 
marang,  Bali  and  Ujungpandang.  In  part, 
this  shows  the  results  of  bilateral  gov- 
ernment efforts  to  create  an  appropriate 
"enabling  environment"  to  encourage 
growth  at  sub-regional  level,  for  example 
through  closer  state-provincial  links  which 
help  bolster  mutual  confidence. 

In  the  case  of  East  Java,  there  are  some 
inviting  trade  and  investment  prospects 
for  Australian  companies.  The  goodwill 
generated  towards  Australia  through  edu- 
cation links  and  regular  exchanges  of  per- 
sonnel under  the  WA-East  Java  agreement 
help  to  cultivate  a  positive  environment 
for  Australian  companies  seeking  to  lo- 
cate their  manufacturing  or  fabrication 
operations  in  the  Province.  Significant 
East  Java  companies  arc  looking  to  di- 
versify their  operations  and  several  are 
keen  to  do  business  with  Australian  firms 
in  a  variety  of  sectors,  whether  in  hos- 
pital construction  and  management,  sup- 
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ply  of  quality  processed  foods  or  leisure 
facility  management,  to  take  some  ex- 
amples. 

East  Java's  public  sector  is  also  inter- 
ested in  what  Australian  companies  have 
to  offer  in  infrastructure  design,  con- 
struction and  asset  management,  especial- 
ly where  government  business  enter- 
prises, e.g.  the  East  Java  Water  Supply 
Authority,  are  becoming  aware  of  the 
need  to  improve  their  services  and  earn 
increased  revenues.  Provision  of  finance 
packages  is  necessary  to  overcome  the 
problem  of  the  Province's  budgetary 
limitations.  It  is  possible  that  Australian 
banks  could  play  a  greater  role  in  the 
provision  of  debt  finance  for  Australian 
companies  and  consortiums  participating 
in  project  bids.  Another  source  of  fund- 
ing are  the  multilateral  banks,  e.g.  the 
Asian  Development  Bank,  which  are 
often  interested  in  lending  for  certain 
sectorally-specific  projects,  for  example 
in  environmental  management. 

This  paper  has  focused  mainly  on 
the  opportunities  for  Australian  business 
in  East  Java.  The  building  of  business 
partnerships,  however,  is  not  a  one-way 
street.  The  strength  of  the  economic  re- 
lationship between  East  Java  and  Aus- 
tralia will  depend  on  the  extent  to  which 
East  Java's  business  sector  is  able  to 
find  opportunities  in  the  Australian  mar- 
ket. Far-sighted  Australian  firms  and  gov- 
ernment agencies  will  give  careful  thought 
to  East  Java's  development  aspirations  and 
the  legitimate  commercial  interests  of  its 
business  community. 


Appendix  1 

SOME  PRACTICAL  POINTS 

ON  DOING  BUSINESS  IN  EAST  JAVA 

•  Selection  of  a  reliable  business  partner  is 
the  key  to  success  in  East  Java.  A  strategy 
of  building  a  personal  relationship  with  prin- 
cipals of  East  Java  companies  over  a  num- 
ber of  visits  is  most  likely  to  yield  bu- 
siness rewards. 

•  Take  time  to  get  to  know  the  East  Java 
Government  instrumentalities.  Indonesia 
has  devolved  a  lot  of  decision-making  to  pro- 
vincial level  and  East  Java's  bureaucracy 
is  both  strong  and  generally  competent. 
Prospective  investors  and  bidders  for  project 
work  should  spend  time  familiarising  them- 
selves with  the  personalities  in  key  planning 
and  supervisory  agencies,  particularly: 

-  the  Provincial  Development  Planning 
Agency,  BAPPEDA; 

-  the  Provincial  Investment  Planning 
Agency,  BKPMD; 

-  the  Surabaya  Municipal  Planning  Agency, 
BAPPEDA  Tingkat  II. 

•  The  ''Buku  Kerfa"  published  by  the  East 
Java  Govenmient  is  a  useful  guide  to  the  bu- 
reaucracy. 

•  Australian  business  people  often  lose  out 
in  competition  over  tenders  for  projects  be- 
cause they  are  insufficiently  aggressive  and 
not  prepared  to  undercut  competitors. 

•  The  guides  to  doing  business  put  out  and 
regularly  updated  by  business  advisory  and 
accounting  firms  such  as  Ernst  and  Yoimg 
and  Price  Waterhouse  are  usefiil  compen- 
diums  of  information  on  the  regulations 
governing  the  setting  up  of  representative 
offices,  joint  ventures,  taxation  regimes  etc. 

•  In  terms  of  making  initial  contact  with  poten- 
tial partners,  the  following  business  net- 
works may  help: 

tlie  Indonesia-Australia  Business  Council 
(East  Java  Branch)  was  established  in 
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1993  and  is  linked  to  the  lABC  in  Ja- 
karta. It  organises  speakers  and  events 
at  the  Heritage  Club  in  Surabaya  and 
other  venues. 

-  Rotary  and  Lions  Clubs  are  particularly 
active  in  East  Java  and  offer  a  con- 
venient business  network,  especially  for 
Australian  members  of  these  organ- 
isations. 

the  Austrade  Office  and  the  Western  Aus- 
tralia-East Java  Office  in  Surabaya  are 
also  available  as  resources. 

Appendix  2 

AUSTRALIA-INDONESIA  BILATERAL 
TRADE  AND  INVESTMENT  HIGLIGHTS 

•  Australian  investment  in  Indonesia  is  clearly 
on  the  rise,  although  difficult  to  quantify. 
The  total  amount  of  Australian  investment 
could  be  aroimd  US$5  billion,  with  some  un- 
certainty in  the  figures  as  a  result  of  third 
country  investment  through  Singapore. 

•  The  pattern  of  investment  is  expanding 
away  from  the  traditional  mining  base  and 
investment  in  the  chemical  industry  is 
growing  strongly. 

•  The  financial  services  sector  and  manu- 
facturing have  also  been  the  scene  of  substan- 
tial Australian  investments,  e.g.  Lend  Lease 
announced  in  1995  six  joint  ventures  with 
the  Sinar  Mas  corporation  and  CSR  will 
build  a  gypsum  board  plant  near  Jakarta. 

•  Key  sectors  for  growth  in  the  Indonesian  eco- 
nomy where  significant  prospects  lie  for 
Australian  investors  occur  in  telecom- 
munications, power  generation,  water  sup- 
ply and  sanitation. 

•  All  the  major  Australian  construction  com- 
panies are  engaged  in  Indonesia,  for  example, 
John  Holland  which  has  had  a  presence  in 
Indonesia  for  twenty  years. 

•  Urban  planning  is  increasingly  important  as 
Indonesia  comes  to  grips  with  growing  prob- 


lems related  to  rapid  urbanisation.  Demand 
for  leisure-linked  property  developments  is 
strong  and  there  is  more  than  ample  work 
for  golf  course  designers  and  architects 
who  project-manage  integrated  housing  es- 
tates and  resorts. 

•  The  distribution  sector  remains  closed  to 
foreign  investment,  but  Davids'  Holdings 
has  established  a  technical  services  agree- 
ment with  Indonesia's  largest  supermarket 
chain,  the  Hero  Group,  to  provide  whole- 
sale distribution  services. 

•  Indonesian  investment  in  Australia  is  con- 
centrated overwhelmingly  in  residential  and 
some  retail  property. 

•  With  respect  to  trade,  a  3 1  per  cent  increase 
in  the  value  of  Australia's  exports  to  Indo- 
nesia in  1995/1996  totaling  A$2.77  billion 
is  evidence  of  a  substantial  acceleration  in 
export  growth  compared  to  the  annual 
trend  growth  rate  between  1985-1995  of  19 
per  cent  per  year.  Commodity  exports  still 
dominate,  especially  cotton  wheat  and  live 
cattle,  but  services  exports  show  a  17  per 
cent  growth  over  the  last  five  years.  Austra- 
lia's share  of  total  Indonesian  imports  is 
now  just  under  five  per  cent. 

•  Services  companies  now  account  for  65  per 
cent  of  Australian  firms  listed  in  Aus- 
trade's  Directory  of  Australian  Companies 
in  Indonesia  and  areas  of  high  potential  in- 
clude, financial  services,  business  advisory 
services,  quality  control  and  property/hotel 
management. 

•  A  27  per  cent  rise  in  Indonesian  exports 
to  Australia  occured  in  1995/1996.  The  main 
imports  from  Indonesia,  totaling  A$1.52 
billion,  are  crude  petroleum  and  oil  (43  per 
cent  of  total  imports),  textile  yarn  and  re- 
fined petroleum  products.  However,  the  fact 
that  the  strongest  growth  in  Indonesian  ex- 
ports to  Australia  in  the  past  few  years  has 
included  paper  products,  textile  fabrics  and 
simple  processed  wood  products  indicates 
the  emergence  of  a  wider  range  of  manufac- 
tured products  in  exports  to  Australia. 


Towards  Trade  Liberalisation 

A  Brief  Note  on  the  Industrial  Technological 
Competence  of  Indonesia  in  the  Mid-90s 

Hastu  Prabatmodjo 


Introduction 

MANUFACTURING  development 
in  Indonesia  since  the  early 
1970s  has  been  remarkable. 
The  development  results  from  a  sens- 
ible spending  of  oil  and  gas  revenues 
which  increases  the  country's  product- 
ive capacity.  In  addition,  a  protective 
trade  regime,  which  shields  domestic 
oriented  industries  from  international 
competition,  has  attracted  domestic  and 
foreign  industrial  investments.  However, 
the  cessation  of  "easy"  industrial  de- 
velopment come  shortly  because  of  a 
significant  drop  in  oil  prices  in  1982 
which  created  a  balance  of  payments 
problem.  In  response  to  the  oil  price  col- 
lapse, a  series  of  economic  reforms  and 
deregulation  was  eventually  launched 
in  order  to  restructure  the  oil  depend- 
ent and  domestically-oriented  economies 
(see  Thee,  1995:  138-140).  This  has  shift- 
ed the  economic  orientation,  demon- 
strated by  the  rise  of  natural  resources 
and  labour-based  industrial  exports,  dom- 
inated by  plywood,  textiles  and  garments 
production  (Hill,  1995b:  780). 


Although  the  reforms  have  brought 
considerable  change  in  economic  orient- 
ation, industrial  development  policy  still 
follows  orthodox  lines.  The  basic  ideas 
of  the  import-subtituting  industrialisa- 
tion (ISI)  have  not  been  discarded.  But 
it  is  now  combined  with  attempts  to 
seek  greater  fortune  by  producing  com- 
modities aimed  for  international  markets, 
using  comparative  advantage  in  cheap 
labour.  The  attempts  coincided  with  the 
restructuring  of  the  Asian  newly  indus- 
trialising countries  which  began  to 
lose  their  competitiveness  in  labour  in- 
tensive commodities.  As  a  result,  a  surge 
of  investment  in  what  is  essentially 
assembly  production  for  the  world  mar- 
ket came  to  countries  with  lower  labour 
costs,  including  Indonesia.  The  invest- 
ment surge  has  boosted  Indonesian  ex- 
port performance,  although  it  docs  not 
necessarily  mean  this  country  has  had 
a  solid  export  capability.  Without  oil  and 
gas  products,  Indonesia  remains  a  net 
industrial  importer. 

In  the  meantime,  trade  liberalisation 
and  regionalisation  will  be  important 
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international  agendas  towards  the  turn 
of  this  century.  The  arrangements,  such 
as  Asean  Free  Trade  Area  (2003),  World 
Trade  Organization  (2005)  and  Asia- 
Pacific  Economic  Cooperation  (2020),  will 
inevitably  shape  trade  patterns  and  in- 
dustrial development  of  Indonesia.  The 
arrangements  promise  a  greater  "neutral- 
ity" of  the  trade  regime  in  many  coun- 
tries. It  means  that  trade  will  be  more 
significant  in  determining  industrialisa- 
tion. Furthermore,  the  countries  involved 
will  be  forced  to  make  regular  adjust- 
ments to  shifts  in  comparative  advantage 
(Lo,  1995:  448).  The  question  then  be- 
come: "how  can  less  developed  countries 
(LDCs)  sustain  their  industrialisation  in 
a  more  competitive  environment". 

This  article  aims  to  highlight  pros- 
pects of  Indonesian  industrialisation  un- 
der relaxed  trade  barriers  with  a  focus 
on  industrial  technological  competence 
as  reflected  in  international  trade  pat- 
terns. Parallel  with  structuralist's  idea, 
technological  capabilities  are  arguably 
of  importance  for  sustaining  industrial- 
isation, especially  in  the  era  of  trade 
liberalisation.  In  this  regard,  wider  tech- 
nological bases  for  domestic  and  over- 
seas competitions  are  quite  relevant  for 
a  country  with  large  economic  poten- 
tials like  Indonesia.  The  next  section  pro- 
vides a  brief  theoretical  perspective  on 
trade  and  technology,  framed  in  global 
restructuring  phenomenon,  indicating 
prospects  of  industrialisation  in  LDCs. 
After  that,  discrepancies  are  discussed 
in  manufacturing  labour  productivity, 
accentuating  Indonesia's  position  in  pro- 
ductivity race.  Following  the  discussion, 
we  examine  industrfal  technological  com- 


petence of  Indonesia,  using  export  and 
import  data.  Finally,  the  concluding  sec- 
tion suggests  directions  of  technological 
changes  for  future  industrialisation  in 
Indonesia. 


Industrialisation  in  LDCs:  Is  There 
Any  Hope? 

The  relationship  between  interna- 
tional trade  and  industrial  production 
will  be  more  intensive  under  incoming 
trade  liberalisation.  According  to  neo- 
classical perspective,  less-distorted  trade 
is  crucial  achieving  optimal  interna- 
tional production  based  on  comparative 
advantage.  The  idea  of  comparative  ad- 
vantage stems  from  classic  Ricardian 
trade  theory  which  suggests  that  trade 
occurs  among  countries  with  different 
(labour)  cost  advantage.  The  exported 
commodities  are  items  which  have  com- 
parative advantage  and  vice  versa.  Yet, 
as  international  trade  has  been  more 
complex  than  prediction  of  the  classic 
trade  theory,  determining  specific  pat- 
terns of  the  relationship  is  very  prob- 
lematic because  it  has  to  take  into  ac- 
count the  whole  inventory  of  factor 
endowments  a  la  Heckscher-Ohlin  i.e.  la- 
bour, capital,  technology  etc.  (see  Harris, 
1992:  25-29).  In  addition,  far  more  com- 
plicated relationships  have  been  cre- 
ated by  the  contemporary  phenomena 
of  global  restructuring  and  interna- 
lionalisation  of  production  as  well. 

After  the  World  War  II,  there  have 
been  major  shifts  in  the  geographical 
distribution  of  production  in  the  world, 
which  have  been  accompanied  by  changes 
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in  trade  patterns,  creating  a  "new  inter- 
national division  of  labour".  As  the  de- 
veloped countries  experienced  "de-in- 
dustrialisation", industrial  production  in 
many  areas  of  the  developing  world  in- 
creased substantially  (Singh,  1989).  In 
addition  to  the  shifts,  production  for 
the  world  market  has  been  organised 
internationally  by  transnational  corpora- 
tions (TNCs),  linking  countries  with 
different  factor  endowments  in  a  glo- 
balised system  of  production.  This  has 
been  facilitated  by  the  fluidity  of  cap- 
ital movement  and  information  (Dicken, 
1992).  Thus,  while  the  classic  trade  theo- 
ries suggest  "looking-inside"  for  promot- 
ing industrialisation,  the  contemporary 
phenomena  indicate  that  industrialisa- 
tion can  be  achieved  by  attaching  to 
the  global  production  system. 

Why  do  the  shifts  occur?  According  to 
the  regulation  perspective  (Aglietta,  1979; 
Boyer,  1990),  economic  crises  in  the 
economically  advanced  countries  are  in- 
herent outcomes  of  capitalist  develop- 
ment. The  crises  occur  as  social  regula- 
tion for  maintaining  harmonious  pro- 
duction and  consumption  begins  to  dis- 
integrate as  a  result  of  labour-capital 
conflicting  interests,  regardless  of  the 
competition  from  more  efficient  Asian 
producers.  This  requires  constant  re- 
adjustments of  the  "regime  of  accumul- 
ation". Overseas  relocation  of  labour- 
intensive  production  can  be  seen  as  part 
of  the  readjustments.  Turning  to  the  pro- 
duct* life  cycle  theory  (Vernon,  1966), 
the  relocated  production  involves  only 
commodities  which  have  reached  an  es- 
sentially mature  phase  in  the  product 
life  cycle.  The  production  usually  has 
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a  standardised  technology,  allowing  it 
to  be  relocated  in  countries  with  lower 
labour  costs.  Recurrent  economic  crises 
in  more  advanced  economies  may  pro- 
vide an  optimistic  scenario  for  indus- 
trialisation in  LDCs. 

Some  regions  in  the  developing  world 
have  achieved  remarkable  economic  suc- 
cess by  mass  production  for  markets  in 
developed  countries.  The  disintegration 
of  mass  production  in  developed  coun- 
tries coupled  with  the  international- 
isation  of  production  have  given  a  way 
to  industrial  development  in  these  re- 
gions. They  have  even  moved  upward 
in  the  international  hierarchy,  reflected 
in  a  changing  export  composition  from 
labour-intensive  items  to  technology-in- 
tensive items.  Large  markets  in  the  de- 
veloped countries  are  important  arenas 
for  achieving  economic  of  scale  and  for 
creating  considerable  returns  from  low- 
value  products.  The  returns  are  then' 
used  for  improving  technological  ca- 
pabilities and  skills:  crucial  factors  for 
their  success.  Since  they  are  virtually 
under  constant  threats  of  innovations  , 
and  technological  change,  like  any  other' 
producers  linked  with  the  global  pro- 
duction system,  they  require  regular 
adjustments  in  their  production  system. 

Incoming  trade  liberalisation  and  in- 
creasing global  economic  integration  will 
intensify  industrial  competition,  thus  in- 
creasing the  scale  and  scope  of  adjus- 
ment  in  developed  and  developing  coun- 
tries. The  liberalised  trade  will  not  to- 
lerate inefficient  firms  or  industries, 
creating  a  greater  demand  for  increas- 
ing organisational  technical  efficiency. 
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On  the  bright  side,  market  expansions 
created  by  the  liberalised  trade  promise 
greater  economies  of  scale  and  profits 
for  firms  (and  countries)  which  are  able 
to  capture  it  (Harris,  1992:  41-45).  It 
will  bring  fortune  for  firms  which  have 
achieved  international  competitiveness, 
even  though  their  expansions  might 
have  hitherto  been  restricted  by  trade 
barriers.  Furthermore,  the  removal  of 
trade  barriers  will  ease  a  fuller  in- 
ternational industrial  integration  organ- 
ised by  TNCs.  The  best  strategy  for 
all  countries  is  to  have  as  many  dom- 
estic firms  as  possible  with  interna- 
tional competitiveness.  This  leads  to 
the  importance  of  factor  endowments, 
especially  entrepreneurship,  innovations, 
technology  and  skills:  the  scarce  fac- 
tors in  LDCs. 

For  all  this,  technological  gaps  be- 
tween developed  and  developing  coun- 
tries cannot  be  eliminated  quickly.  In 
most  cases,  technology  is  a  society's 
privilege,  neither  tradeable  nor  transfer- 
able easily.  Technology  may  function  as 
a  quasi  protection  for  firms  in  devel- 
oped countries.  Without  successful  at- 
tempts of  LDCs  to  alter  comparative 
advantage  through  creation  of  "endo- 
genous" technological  capabilities  by 
structuralists,  the  present  international 
hierarchy  of  the  world  producers  will 
not  change  considerably.  It  means  that 
income  gaps  between  the  rich  and  poor 
countries  are  far  from  diminishing.  To 
make  matters  worse,  increasing  income 
in  LDCs  is  generally  followed  by  ex- 
pansions of  demand  for  foreign  com- 
modities with  higher  design  and  tech- 
nological  contents.    In    addition,  the 


wealthier  societies  in  the  developed 
countries  demand  more  sophisticated 
products  which  are  often  beyond  tech- 
nological capabilities  of  many  LDCs. 
Thus,  optimism  about  industrialisation 
in  LDCs  warrants  considerable  thoughts. 

Indonesia  in  the  Midst  of  Inter- 
national Competition 

World  manufacturing  production  is 
carried  out  by  countries  with  extreme 
dissimilarities  in  thier  technological 
competencies.  Since  technology  deter- 
mines labour  productivity,  the  dissi- 
milarities can  explain  the  wage  gaps 
between  advanced  and  developing  coun- 
tries. The  source  of  the  gaps  lies  in 
the  high  technological  "rents"  embedded 
in  high-value  products  from  advanced 
countries.  Labour  in  countries  specialis- 
ing in  high-value  products  is  able  to 
share  the  rents  for  their  high  skills 
which  make  it  difficult  to  replace  them 
with  alternative  technology.  This  is  re- 
flected in  the  manufacturing  output- 
wage  ratio  within  which  the  figures  of 
the  developed  countries  are  consider- 
ably lower  than  in  the  developing  coun- 
tries (Table  1).  Meanwhile,  a  high  wage 
level  may  become  a  strong  incentive 
for  fostering  technological  change  which 
increases  labour  productivity.  This,  in 
turn,  perpetuates  the  gaps  in  labour 
productivity  and  wages  between  the  two 
country  groups.  The  Asian  NICs  are 
able  to  narrow  the  gaps  by  deliberate- 
ly increasing  their  technological  com- 
petencies. However,  explaining  the  wage 
differential  solely  on  technological  com- 
petency in  manufacturing  is  insufficient 
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Table  1 


MANUFACTURING  LABOUR  PRODUCTIVITY  IN  SELECTED  COUNTRIES,  1990 


Country 


Wage 
per  employee 
(US$1000) 


Gross  output 
per  person 
(US$1000) 


Output-wage 
ratio 


Advanced  Countries: 
West  Germany 
United  States 
Italy 

United  Kingdom 

Japan 

Australia 


38.4 
33.6 
32.0 
25,3 
26.8 
20.5 


153.9 
163.5 
170.8 
118.9 
201.0 
120.8 


4.0 
4.9 
5.3 
4.7 
7.5 
5.9 


Asian  NICs: 
Singapore 
Hong  Kong 
Taiwan 
South  Korea 


10.8 
9.2 

10.2 
9.4 


112.0 
54.4 
63.6 
83.0 


10.4 

*^:9 
6.2 
8.8 


Developing  S.E.  Asian  Countries: 
Malaysia 
Thailand 
Philippines 
Indonesia 

Other  Developing  Countries: 
Brazil 
hidia 
China 


3.2 
2.6 
1.9 
0.9 


4.3 
1.9 
0.5 


42.9 
28.3 
23.4 
16.5 


56.0 
17.6 
10.3 


13.4 
10.9 
12.3 
18.3 


13.0 
9.3 
20.6 


Source:  UNIDO.  1993b.  Industry  and  Devefopment:  Global  Report  1993-1994.  Vieima. 


since  the  wage  level  is  also  determined 
by  the  sectoral  achievements  and  pre- 
vailing social  regulations. 

The  world  leader  in  labour  productiv- 
ity is  Japan.  Yet,  Japanese  labour  receives 
relatively  lower  technological  rents  com- 
pared with  labour  in  the  other  advanced 
countries.  The  high  productivity  of  Ja- 
panese labour  is  achieved  by  selling 
extremely  differentiated  high-value  pro- 
ducts. On  the  production  side,  the  appli- 


cation of  intensive  flexible  production 
and  the  continuous  improvements  in  tech- 
nical efficiency,  combined  with  a  vast  ar- 
ray of  sub-contracting  arrangements,  play 
a  vital  role  in  boosting  the  Japanese  la- 
bour productivity.  To  sustain  its  competit- 
iveness, this  country  has  exported  many  of 
its  assembly  production  activities  while 
retaining  strategic  management  and  in- 
novative activities  at  home.  To  exploit 
local  comparative  advantage  and  to 
avoid  protectionism,  many  of  the  produc- 
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tion  chains  have  even  been  dissaggregated 
in  various  areas  in  the  world,  forming 
an  international  industrial  integration. 
The  relaxed  trade  barriers  through  AFTA 
and  APEC  arrangements  are  expected  to 
facilitate  further  industrial  integration 
in  Asia  centred  on  Japan. 

The  figures  in  Table  1  suggest  that 
Indonesia,  the  Philippines,  Thailand, 
China  and  India  are  producers  of  low- 
value  products  with  low  labour  produc- 
tivity. This  means  that  the  numeric 
value  is  more  important  in  determining 
outputs  and  wages  than  the  content 
value.  The  output-wage  ratios  in  Indo- 
nesia and  China  are  considerably  high 
because  of  the  labour  surplus  situa- 
tions which  weaken  bargaining  posi- 
tion of  labour.  Assuming  a  greater 
future  involvement  in  the  world  market, 
these  countries  will  increasingly  com- 
pete with  one  another.  With  their  low 
wage  levels,  they  also  suffer  from  lack 
of  incentive  for  creating  technological 
inprovements.  A  different  story  can 
be  pointed  to  Malaysia  which  has 
slightly  upgraded  its  position  in  the 
international  division  of  labour,  as 
shown  in  a  relatively  higher  output 
value.  This  has  rescued  this  country 
from  "sweaty"  competition  within  the 
lower  wage  group.  Whether  this  coun- 
try can  emulate  the  success  of  Taiwan 
and  South  Korea  by  increasing  tech- 
nological content  and  localisation  of 
its  products  is  an  interesting  question. 

The  low  wage  situations  in  Indone- 
sia, China,  India  and  Philippines  were 
important  as  factors  determining  com- 
parative advantage  in  the  early  periods 


of  industrialisation.  They  also  become 
major  attractions  for  foreign  investment 
in  the  labour-intensive  industries.  The 
penetration  of  these  countries  into  the 
world  market  has,  in  fact,  been  fuelled 
by  the  low  wage  labour.  However,  the 
low  wage  will  increasingly  lose  its  effi- 
cacy for  sustaining  market  penetration, 
because  in  the  long  run,  demand  will 
shift  towards  higher  value  products  cre- 
ated by  skilled  labour.  Thus,  what  is 
more  important  is  the  availability  of  skill- 
ed labour  which  is  able  to  create  higher 
content  value.  Therefore,  investing  the 
capital  obtained  in  the  "sweaty"  pe- 
riods for  increasing  labour  skills  is  im- 
portant for  sustaining  not  only  their 
exports,  but  also  their  industrialisation. 
The  investment  may  shift  their  com- 
parative advantage  towards  higher  la- 
bour productivity  as  it  has  been  demon- 
strated by  the  Asian  NICs. 

After  assessing  the  international  si- 
tuation, we  take  a  closer  look  at  Indone- 
sian industrial  technological  competence 
as  reflected  in  the  country's  trade  pat- 
terns. The  discussion  is  set  within  the 
context  of  the  industrial  and  technological 
policy. 

The  post  oil-boom  reforms  in  the 
mid-1980s  have  considerably  changed 
the  structure  of  the  formerly  oil-de- 
pendent economy.  After  the  reforms, 
the  contribution  of  manufacturing  pro- 
ducts to  the  total  exports  increased 
sharply  from  13  per  cent  in  1981  to  55 
per  cent  in  1991  (Table  2).  For  a  dom- 
estic-oriented economy,  with  consider- 
able trade  restrictions  since  the  early 
1970s,  the  outcomes  of  the  reforms 
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were  rather  surprising.  In  fact,  the  re- 
forms came  in  periods  when  the  NICs 
relocated  their  assembly  production  of 
labour-intensive  goods,  aimed  for  in- 
ternational marketing,  into  countries 
with  lower  labour-costs  including  In- 


donesia (Hill,  1995:  780-81).  The  re- 
located production  has  assisted  In- 
donesian export  performance.  However, 
whether  the  outcomes  of  the  reforms 
indicate  the  beginning  of  sustainable 
export  is  still  questionable.  Without  oil 


Table  2 


INDONESIAN  EXPORT  COMPOSITION  (US$  NflLLION) 


Product 


1981 


1985 


1991 


High-Tech: 
Pharmaceuticals 
Office  equipt.  &  Comp 
Radio,  TV  &  Communication 
Other  electric  machine 
Aircraft 
Instruments 
Others 

SUB-TOTAL 

Medium-Tech: 

Basic  chemicals 

Other  chemicals 

Motor  vehicles 

Non-electric  machine 

Others 
SUB-TOTAL 

Low-Tech: 
Food 

Textiles,  garments 
Wood 
Paper 

Basic  metals 
Fabricated  metals 
Mineral 
Others 
SUB-TOTAL 

TOTAL  MANUFACTURING 

Total  Other  Exports 
Total  Exports 


9.6 
0.1 
56.0 
20.7 
57.9 
5.2 
0.8 
150.3 


34.6 
1,249.2 
1.3 
11.3 
16.9 
1,313.3 


822.4 
160.6 
423.6 
0.7 
459,4 
29.4 
22.8 
5.6 
1,924.5 


(4.4) 


(38.8) 


(56.8) 


3.388.1  (100.0) 

21.776.4 
25.164.5 


23.5 
0.1 

79.4 
1.4 
0.7 

27.3 
0.0 

132.4 


(3.4) 


514.0 
916.7 
0.6 

14.0 

57.2 
1,502.5  (27.4) 


1,449.9 
596.6 
1,194.2 
27.9 
539.5 
2.7 
31.0 
1.8 

3,843.6  (69.2) 

5,478.5  (100.0) 

13,108.2 
18,586.7 


21.6 
27.5 
247.8 
155.3 
8.7 
76.3 
0.7 
537.9 


(3.4) 


551.6 
1,759.5 

24.6 

45.8 
306.3 

2,687.8  (16,9) 


1,945.9 
5,131.0 
4.055.0 

328.7 

672.3 

212.0 

214.5 

157.0 
12,716.4  (79.7) 

15,942.1  (100.0) 

13.200.3 
29,142.4 


Source:  STAII>-BPPT.  1993.  Science  and  Technology  Indicators.  Jakarta 
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and  gas  products,  Indonesia  remained 
a  net  industrial  importer  until  recently. 

The  predominance  of  commodities 
with  low  technological  content  in  the 
export  mix  (plywood,  textiles  and  gar- 
ments) suggests  the  country's  low  po- 
sition in  the  global  production  system. 
In  recent  years,  the  range  of  the  ex- 
ported commodities  has  expanded  con- 
siderably to  include  footwear,  furnir 
ture,  electronics,  toys  and  sporting 
goods  (UNIDO,  1993a:  69-70:  Hill,  1995b: 
780).  This,  however,  only  suggests  the 
persistence  of  the  "traditional"  com- 
parative advantage  i.e.  exploiting  the 
cheap  labour.  The  technological  con- 
tent of  the  exported  commodities  re- 
mains low.  In  fact,  the  contribution  of 
the  products  with  medium  technology 
in  the  exports  has  been  decreasing 
(Table  2).  After  a  decade,  exports  of 
labour-intensive  commodities  are  chal- 
lenged by  other  countries  having  similar 
comparative  advantage,  notably  China, 
Vietnam  and  South  Asian  countries. 

Neither  import  substitution  nor  ex- 
port promotion  has  resulted  in  integrat- 
ed industrial  development.  Local  sup- 
pliers, manufacturers  of  capital  goods 
and  R&D  activities  are  very  underde- 
veloped. The  government  sponsored  R&D 
is  in  fact  incapable  of  providing  ne- 
cessary support  for  industry.  The  un- 
integrated  industrial  development  has 
not  only  constrained  this  country  to 
obtain  a  greater  value-added,  but  also 
weakened  its  competitiveness.  To  pro- 
mote "localisation",  the  1994  invest- 
ment deregulation  reduced  the  minimum 
foreign  equity  from  US$  one  million 


to  US$250,000.  This  has  attracted  a  con- 
siderable number  of  small  foreign  sup- 
pliers attached  to  foreign  TNCs  (Thee, 
1995:  16).  However,  developing  local  ca- 
pacity for  higher  competitiveness  ob- 
viously requires  a  lot  more  than  just  ma- 
nipulating trade  and  fiscal  aspects. 

The  scanty  technological  infrastruc- 
ture and  scarce  skilled  labour  in  Indo- 
nesia constraint  efforts  to  widen  the 
export  base  to  include  products  with 
higher  technological  content.  It  also 
hampers  Indonesian  firms  from  achiev- 
ing efficient  adaptation  to  changes  in 
international  environments.  As  an  il- 
lustration, this  country  has  only  50 
R&D  engineers  and  scientists  per 
1,000  workers  compared  with  430  in 
Taiwan  and  330  in  South  Korea  (Thee, 
1993:  9).  Among  the  ASEAN  countries, 
Indonesia  has  lowest  figures  in  many 
technological  and  educational  para- 
meters (Hill,  1995a:  91-92).  Structural 
adjustment  since  the  early  1980s  has 
been  inadequate  in  increasing  indigen- 
ous technological  capabilities.  More- 
over, it  is  unlikely  that  stringent  in- 
ternational competition  can  enhance 
technological  capabilities.  For  instance, 
longstanding  textiles  firms,  which  have 
reached  the  international  competitiveness, 
are  only  capable  of  performing  minor 
technological  changes.  Their  dependen- 
cies with  international  sources  are  still 
substantial.  A  more  dismal  situation  can 
be  found  in  domestically  oriented  and 
often  highly  protected  industries  (Thee, 
1995;  17). 

A  gloomy  situation  can  also  be 
found  on  the  marketing  side.  The  glo- 
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balised  system  of  production  puts  In- 
donesia as  one  of  the  local  subcon- 
tractors. Under  such  a  situation,  mar- 
ket expansions  are  effectively  checked 
by  those  who  give  orders  or  by  the 
principals.  On  the  other  hand,  the  ca- 
pability of  the  Indonesian  marketing 
lines  to  penetrate  wider  international 
markets  is  still  limited,  an  ideal  si- 
tuation for  intermediaries  in  the  de- 
veloped countries  and  the  NICs.  In 
addition,  before  trade  liberalisation  is 
effectively  implemented,  various  pro- 
tective measures  have  been  imposed 
by   the    developed    countries  against 
products  of  Indonesia.    Several  anti- 
dumping charges,  raised  by  Australia 
(writings  book  and  car  batteries),  Euro- 
pean Union  (polyester,  denim,  mono- 
sodium  glutamate/MSG  and  bicycle), 
Canada  (photo  album)  and  New  Zealand 
(footwear),  signify  vulnerability  of  In- 
donesia's exports  {Warta  Aphsindo,  1992: 
2-4). 

Despite  success  in  promoting  exports, 
Indonesia  remains  a  net  importer  of 
manufacturing  products.  The  import  va- 
lue of  manufacturing  products  is  con- 
tinually higher  than  the  export  value. 
The  impressive  export  achievement  in 
products  with  low  technological  con- 
tent in  the  early  1990  was  in  fact  coun- 
tervailed by  imports  of  products  with 
medium  technological  content  such  as 
chemicals,  motorised  vehicles  and  non- 
electrical machineries.  The  substantial 
value  of  the  imports  indicates  that  for- 
eign capital-intensive  goods  had  found 
a  very  lucrative  market  in  Indonesia. 
Meanwhile,  imports  of  products  with 
low  technological  content,  including  tex- 


tiles and  garments,  remain  significant, 
indicating  the  growth  of  consumption 
which  exceeds  domestic  production 
(Table  3). 

The  import  patterns  suggest  para- 
lyzed development  of  capital-intensive 
manufacturing.  Indonesia  offers  a  clear 
example  that  export  expansions  from 
a  developing  country  will  generate  de- 
mand for  capital  goods  from  technolo- 
gically more  advanced  countries.  As  the 
sources  of  the  capital  goods  may  be 
different  with  the  export  destinations, 
the  countries  of  destination  have  pro- 
bably sustained  manufacturing  pro- 
duction elsewhere  through  "indirect 
trade".  The  relatively  high  techno- 
logical rents  in  a  country  with  scanty 
technological  capabilities  like  Indone- 
sia imply  that  a  great  deal  of  wealth 
is  actually  transferred  among  weal- 
thier countries  themselves.  Therefore, 
the  possibility  of  reinvesting  the  wealth 
obtained  in  the  "sweaty"  periods  re- 
mains suspect. 

The  high  import  value  suggests 
Indonesia's  considerable  economic  po- 
tentials for  supporting  domestic  indus- 
trialisation. Yet,  it  is  obvious  that  in- 
dustrialisation in  this  country  cannot 
be  achieved  merely  by  promoting  dom- 
estically-oriented industries.  Without  suf- 
ficient technological  capabilities,  they 
tend  to  create  balance  of  payments  prob- 
lem, originated  from  imports  of  capital 
goods  and  intermediate  inputs  (see  Lo, 
1995:  461).  In  addition,  these  industries 
often  require  protections  which  do  not 
conform  with  the  spirit  of  free  trade.  These 
views,  however,  do  not  invalidate  the 
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Table  3 

INDONESIAN  IMPORT  COMPOSITION  (US$  MILLION) 

Product  Tiil  1985  1991 
High-Tech: 

Pharmaceuticals  86.9  93.4  138.6 

Office  equipt.  &  Computer  70.9  102.1  216.4 

Radio,  TV  &  Communication       274.0  218.9  867.4 

Other  electric  machine  418.0  356.2  816.6 

Aircraft  158.7  105.7  271.2 

Instruments  211.6  240.0  557.7 

Others  112.6  149.9  209.2 

SUB-TOTAL  1,332.7  (11,2)          1,266.2  (14.4)  3,077.1  (13.5) 

Medium-Tech: 

Basic  chemicals  1,123.3  1,063.1  2,724.6 

Other  chemicals  1,723.5  1,330.0  1,797.2 

Motor  vehicles  1,251.2  436.8  1,489.7 

Non-electric  machine  1,911.0  1,643.2  6,293.5 

Others  46.5  33.7  110.9 

SUB-TOTAL  6,055.5  (50.8)         4,506.8  (51,4)        12,415.9  (54.5) 

Lcrw-Tech: 

Food  1,215.5  312.0  714.2 

Textiles,  garments  575.8  414.1  1,990.8 

Wood  14.3  9.4  26.4 

Paper  280.6  267.2  543.4 

Basic  metals  1,374.4  927.2  1,895.6 

Fabricated  metals  511.1  440.2  787.6 

Minerals  177.4  88.2  209.1 

Others  373.7  542.5  1,136.3 

SUB-TOTAL  4,522.8  (38.0)         3,000.8  (34.2)         7,303.4  (32.0) 

TOTAL  MANUFACTURING     11,911.0  (100.0)  8,773.8(100.0)  22,796.4  (100.0) 

Total  Other  Imports  1,361.1  1,485.3  3.072.4 

Total  Imports  13,272.1  10,259.1  25,868.8 

Source:  STAID-BPPT.  1993.  Science  and  Technology  Indicators.  Jakarta. 


importance  of  domestically-oriented  in- 
dustries. In  the  era  of  trade  liberalisation, 
their  promotion  has  to  fulfill  at  least  two 
conditions.  First,  efficiency  should  be- 
come first  target  which  can  be  realised 
by  exposing  them  to  foreign  competi- 
tion. In  addition,  incentives  for  local- 


isation must  be  given.  Second,  domestic 
markets  are  used  as  "training-ground" 
for  overseas  marketing.  Especially  for 
a  potentially  large  economy,  import  sub- 
stitution policy  does  not  necessarily 
contradict  export  promotion.  Both  policies 
can  become  complementary  instead. 
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Concluding  Remarks 

The  industrialisation  orthodoxy  sug- 
gests that  "industrialisation  follows  the 
given  comparative  advantage  of  a  na- 
tion, and  the  specialization  is  strictly 
dictated  by  the  world  market",  while 
leaving  technology  as  an  exogenous 
factor.  This  has  been  opposed  by  struc- 
turalists who  advocate  a  deliberate  crea- 
tion of  comparative  advantage  through 
technological  changes  (Lo,  1995:  444). 
Such  dissimilar  views  are  also  reflect- 
ed in  the  Indonesian  industrial  policy. 
The  limited  capital  and  technological 
capability  forced  this  country  to  spe- 
cialise in  the  exploitative  labour-in- 
tensive productions.  Being  disappoint- 
ed with  the  dictated  specialisation, 
however,  the  influential  Minister  Ha- 
bibie, backed  by  a  group  of  structur- 
alists, endorsed  the  development  of 
technological  capabilities  and  techno- 
logical intensification  in  productions. 
However,  its  implementation  still  lacks 
of  clarity  and  supportive  coherent  pol- 
icies. 

Despite  success  in  redirecting  the 
domestic-oriented  economy  towards 
greater  overseas  marketing,  the  Indone- 
sian industrial  structure  remains  weak. 
This  raises  a  question  about  the  future 
of  industrialisation  in  this  country  in 
the  era  of  trade  liberalisation.  Liberalised 
trade  promises  greater  overseas  market- 
ing, however,  it  will  provide  a  greater 
access  for  foreign  goods  to  the  lucrative 
domestic-  markets.  Low  technological  ca- 
pabilities have  circumscribed  industrial 
maneuvers  of  this  country  to  sustain  its 
competitiveness.  Thus,  greater  efforts  to 


increase  the  country's  technological  com- 
petence are  required.  A  failure  in  up- 
grading technology  and  labour  skills  will 
not  only  create  acute  balance  of  payments 
problem,  but  also  endanger  the  future 
of  industrialisation  in  this  country. 

Because  of  large  economic  poten- 
tials, both  import  substitution  and  ex- 
port promotion  can  be  implemented 
simultaneously  in  Indonesia.  In  this 
regard,  broad  based  manufacturing  pro- 
duction is  more  appropriate  than  nar- 
row specialisation.  Consequently,  a  broad 
spectrum  in  industrial  technology  is 
required.  Moreover,  trade  patterns  sug- 
gest that  strengthening  production  of 
goods  with  low  technological  content 
remains  valid  for  this  country.  However, 
anticipating  greater  domestic  and  over- 
seas competitions,  it  must  be  accom- 
panied by  greater  efforts  to  enhance 
for  producing  goods  with  higher  tech- 
nological content.  For  a  large  coun- 
try with  limited  financial  sources  like 
Indonesia,  gradual  technological  devel- 
opment is  likely  to  be  safer  than  leap- 
frogging development. 
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Economic  Development  and  Security 
in  the  Asia  Pacific  Context* 

Hadi  Soesastro 


Introduction 

ECONOMICS  and  security  are  clo- 
sely interrelated.  However,  as  ar- 
gued by  Kusuma  Snitwongse  and 
Sukhumband  Paribatra  (1984),  the  nexus 
between  economic  change  and  national  se- 
curity is  rather  uncertain:  economic  devel- 
opment could  enhance  national  security 
but  the  process  of  economic  development 
itself  could  be  destabilising. 

Similarly,  at  the  international  level, 
economic  change  could  have  favourable 
security  effects  by  linking  countries  more 
closely  with  one  another  and  with  the 
global  community.  But  geoeconomic 
change  tends  to  challenge  the  existing 
order  and  as  such  could  upset  the  stability 
of  relationships  among  nations. 

It  is  widely  believed  that  today  eco- 
nomics has  taken  command  of  interna- 
tional relations,  or  that  geopolitics  is 
being  shaped  by  gcoeconomics.  There 
is  as  yet  no  theory  of  gcoeconomics. 

m 
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Such  a  theory  should  attempt  to  explain 
the  importance  of  economics  in  geopol- 
itics as  well  as  the  role  of  economic 
interests  of  nation  states  in  the  forma- 
tion of  a  security  community.  The  Asia 
Pacific  region  today  appears  to  offer  a 
fertile  groimd  to  the  development  of  geo- 
economic concepts. 

Perceptions  of  increased  regional  eco- 
nomic interdependence  undoubtedly  has 
influenced  strategic  thinking  in  the  Asia 
Pacific  region.  A  significant  portion  of 
the  interdependence  literature  argues  that 
economic  interdependence  brings  about 
a  convergence  of  interests  which  in  turn 
produces  shared  values  that  could  help 
ameliorate  differences  and  facilitate  peace- 
ful settlements  of  disputes. 

Will  economic  interdependence  in  Asia 
Pacific  underwrite  the  region's  political 
stability?  The  belief  in  the  positive  con- 
tribution of  economic  interdependence 
to  regional  peace  and  stability  provided 
the  rationale  for  "engaging"  China  in 
the  regional  economy.  A  much  more  in- 
tensive US  "commercial  engagement"  in 
East  Asia  is  also  seen  as  stability-en- 
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hancing  as  this  would  help  anchor  the 
US  security  engagement  in  the  region. 

The  more  skeptical  views  point  to  the 
disruptive  effects  on  the  region  of  the 
continuing  trade  and  economic  disputes 
between  the  region's  two  most  interde- 
pendent economies,  namely  the  United 
States  and  Japan.  The  potential  for  ten- 
sions and  conflicts  arising  from  increased 
economic  interdependence  in  the  Asia 
Pacific  region  has  long  been  recognised. 
This  has  led  to  proposals  in  the  1970s  to 
create  regional  economic  institution  of  the 
OECD  type  that  could  help  "manage"  eco- 
nomic interdependence. 

The  establishment  of  the  APEC  (Asia 
Pacific  Economic  Cooperation)  process  in 
1989  was  much  inspired  by  the  need  to 
manage  regional  economic  interdepend- 
ence although  the  shared  concern  over 
the  developments  of  the  global  economy 
was  its  main  impetus.  APEC  has  begun 
to  develop  mechanisms  for  dispute  me- 
diation amongst  its  members.  Earlier  on 
there  also  was  the  suggestion  that  a  re- 
gional forum  may  be  necessary  to  re- 
solve bilateral  US-Japan  economic  ten- 
sions and  trade  disputes  (Lawrence 
B.  Krause,  1991). 

APEC  clearly  has  a  security  role.  There 
is  a  growing  awareness  in  the  region 
of  the  linkage  between  economics  and 
security.  Jose  Almonte  (1995)  rightly  sug- 
gests that  this  awareness  must  be  trans- 
lated into  policy.  However,  this  should 
not  necessarily  mean  that  APEC  should 
take  up  security  issues.  By  necessity, 
APEC's  security  role  will  remain  an  im- 
plicit one  for  the  foreseeable  future.  The 
more  recently  established  ARF  (ASEAN 


Regional  Forum)  process  is  the  appro- 
priate forum  for  intensifying  security  dia- 
logues in  the  region.  APEC  is  a  major  ex- 
periment in  community  building  in  the 
region,  and  together  with  the  ARF,  they 
should  be  mutually  reinforcing  in  main- 
taining regional  peace  and  prosperity. 
However,  given  the  region's  diversity 
in  so  many  respects,  the  development 
of  these  regional  institutions  will  take 
time.  In  developing  APEC  it  is  import- 
ant that  the  economic-security  linkage 
be  taken  into  account  for  otherwise  its 
implicit  security  role  and  its  ability  to 
manage  regional  economic  interdepend- 
ence could  be  seriously  undermined. 

Russell  Trood  (1995)  has  examined  va- 
rious concepts  of  security  and  their 
utility  for  the  Asia  Pacific  region  in  light 
of  the  region's  increased  economic  inter- 
dependence. First,  is  the  concept  of  com- 
mon security  aimed  at  peace  and  dis- 
armament through  processes  that  are 
based  on  the  following  six  principles: 
(a)  acknowledgment  that  all  nations 
have  a  legitimate  right  to  security;  (b) 
proscription  of  military  force  as  an  in- 
strument of  dispute  resolution;  (c)  re- 
straint in  the  expression  of  national  pol- 
icy; (d)  reduction  and  qualitative  limita- 
tions on  armaments;  (e)  recognition  that 
P'^curity  cannot  be  attained  through 
mi.  .^ry  security;  and,  (f)  the  avoidance 
of  linkages  between  arms  negotiations 
and  political  events.  It  was  pointed  out 
that  in  spite  of  frowing  economic  inter- 
dependence, the  region  cannot  meet 
these  requirements  because  of  lack  of 
tradition  in  negotiating  solutions  in  the 
security  realm,  the  absence  of  shared 
security  values,  and  the  difficulties  of 
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implemenling  CBMs  (confidence  build- 
ing measures).  In  a  sense,  APEC  should 
be  seen  as  a  process  that  could  help 
create  trust  and  confidence  through  eco- 
nomic cooperation. 

Second,  is  the  concept  of  multilateral- 
ism as  an  element  of  security  structures 
which  serves  as  a  mechanism  to  reduce 
or  limit  the  prospect  of  war  by  securing 
adherence  to  a  set  of  norms  and  rules 
that  constrain  conflictual  behaviour.  It 
was  suggested  that  policy  makers  in  the 
Asia  Pacific  region  are  unlikely  to  be 
willing  to  relinquish  sovereignty  over  key 
security  issues.  China  and  the  United 
States  are  two  countries  that  show  re- 
luctance to  multilaterising  their  regional 
defence  interests,  a  behaviour  that  is  ex- 
hibited by  major  powers  in  general. 

Third,  is  the  concept  of  cooperative 
security  which  emphasises  a  gradual  pro- 
cess of  institution  building  which  also 
makes  use  of  more  informal  and  ad  hoc 
processes.  It  also  offers  a  more  flexible 
approach  because  it  regards  the  exist- 
ing balances  of  power,  bilateral  alliances 
and  other  defence  arrangements  as  part 
of  the  regional  security  arrangement.  This 
approach  can  contribute  to  establish- 
ing the  habit  of  dialogue  and  cooperation 
in  the  region.  However,  it  was  felt  that 
the  process  should  go  beyond  dialogue 
to  involve  such  efforts  as  increasing 
transparency,  building  of  a  regional  ma- 
ritime surveillance  regime,  as  well  ns 
strengthening  of  non-governmental  or- 
ganisational networks. 

Fourth^  is  the  concept  of  comprehen- 
sive security  as  the  foundation  for  the 
design  of  a  security  policy  that  encom- 


passes various  fields  of  life.  In  the 
ASEAN  concept  of  "national  and  re- 
gional resilience"  economic  development 
assumes  an  important  role  in  enhancing 
security.  Since  in  the  final  analysis  eco- 
nomic interdependence  is  a  policy  choice, 
it  can  be  argued  that  the  ASEAN  coun- 
tries have  consciously  adopted  the  stra- 
tegy of  economic  interdependence  with 
the  aim  of  promoting  their  economic  de- 
velopment through  increased  participa- 
tion in  the  global  economy  and  the  open- 
ing up  of  their  economies. 

Fifth,  is  the  concept  of  "soft  regional- 
ism" which  envisages  the  creation  of 
a  stable  regime  based  on  local  states 
acquiring  mutual  stakes  in  each  other's 
stability  and  survival.  They  need  not 
have  the  shared  values  and  aspirations 
that  are  necessary  in  most  security  ar- 
rangements. The  main  objective  is  the 
creation  of  a  regional  security  commun- 
ity. Regional  economic  interdependence 
likely  results  in  some  sort  of  soft  re- 
gionalism. The  market  driven  integration 
in  the  Asia  Pacific  has  brought  about 
soft  regionalism,  often  described  as  eco- 
nomic regionalisation,  even  before  the 
establishment  of  APEC.  However,  APEC 
can  develop  cooperation  activities  in 
areas  that  are  security-enhancing  by  way 
of  greater  policy  consultations  and  har- 
monisation,  facilitation  of  trade  and  in- 
vestment, as  well  as  development  of  me- 
chanisms for  dispute  mediation. 

The  above  examination  clearly  shows 
that  there  can  be  a  strong  interplay  be- 
tween regional  economic  interdependence 
and  regional  security  arrangements.  Stra- 
tegic analyses  of  the  region  have  recog- 
nised the  importance  of  this  growing  ceo- 


ECONOMIC  DEVELOPMENT  AND  SECURITY 


61 


nomic  interdependence  in  the  region. 
However,  the  region  has  yet  to  formulate 
strategies  that  could  capitalise  more  from 
regional  economic  interdependence  in  pro- 
moting security,  stability  and  peace  in 
the  region. 


Economics  and  Security  in  the  Asia 
Pacific  Region 

Thus  far,  economic  integration  and 
interdependence  in  the  Asia  Pacific  re- 
gion appear  to  have  enhanced  regional 
security.  It  can  be  argued  that  economic 
interdependence  and  integration  in  the 
region  have  contributed  to  economic 
growth  and  development  of  regional  coun- 
tries and  to  the  economic  dynamism  of 
the  region  as  a  whole.  As  people's  well- 
being  in  the  region  increases  the  region 
becomes  more  stable;  this  in  turn  im- 
proves the  region's  security.  On  the  whole, 
there  appears  to  be  a  "virtuous  circle"  of 
national  economic  development,  regional 
economic  integration  and  enhanced  se- 
curity in  the  Asia  Pacific  region. 

Even  in  light  of  this  optimism,  regional 
economic  interdependence  needs  to  be 
managed.  The  dynamic  changes  in  com- 
parative advantage  that  result  from  in- 
creased economic  integration  could  cause 
political  frictions  to  arise  among  regional 
countries,  especially  when  national  eco- 
nomies fail  to  undertake  the  necessary 
adjustments  domestically.  The  primacy  of 
economics  in  international  relations  has 
produced  heightened  competition  among 
nations  to  maintain  "economic  compe- 
titiveness", leading  to  the  adoption  of 
strategic  trade  and  industrial  policies.  In 


addition,  the  greater  sensitivity  of  national 
economies  to  external  developments  could 
result  in  heightened  competition  between 
increased  cross-border  economic  integra- 
tion in  the  region  and  national  political 
sovereignty  that  could  threaten  regional 
stability  and  security. 

It  now  appears  to  be  well  understood 
that  the  management  of  regional  economic 
interdependence  requires  the  development 
of  common  approaches  to  "organise"  the 
region. 

Trade  interdependence  in  the  region 
has  increased  remarkably  during  the  past 
two  decades.  The  size  of  Asia  Pacific  trade 
is  now  as  large  as  that  in  the  EU.  Intra- 
regional  trade  is  also  projected  to  con- 
tinues to  increase.  Today,  about  70  per 
cent  of  the  region's  trade  is  intra-regional, 
which  is  of  the  same  order  of  magnitude 
as  EU's  intra-regional  trade.  Of  interest 
is  the  fact  that  the  Asia  Pacific  region 
has  achieved  a  degree  of  trade  interde- 
pendence and  economic  integration  as 
high  as  those  among  members  of  the  EU 
without  forming  a  trade  bloc.  Intra-re- 
gional trade  of  Asia  Pacific  economies 
ranged  form  about  50  per  cent,  in  the 
case  of  Chile  and  Colombia  to  about  90 
per  cent  in  the  case  of  Brunei.  Even  if 
intra-regional  trade  continues  to  grow,  it 
is  far  from  certain  whether  intra-regional 
trade  can  compensate  for  global  trade. 

Increased  intra-regional  trade  and  in- 
vestment in  the  Asia  Pacific  are  a  manifes- 
tation of  market-driven  integration  which 
has  been  promoted  through  a  continued 
process  of  restructuring  and  economic  re- 
form policies  that  have  been  adopted  by 
many  East  Asian  economies  as  well  as 
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the  globalisation  strategy  of  corporations 
in  the  region. 

Intra-regional  trade  in  the  Asia  Pacific 
is  now  dominated  by  trade  between  East 
Asia  and  North  America  although  intra- 
East  Asian  trade  has  increased  signi- 
ficantly. During  the  past  decade,  East 
Asian  trade  with  North  America  has  in- 
creased slightly  faster  than  East  Asian 
intra-regional  trade.  In  fact,  East  Asian 
trade  with  the  EU  also  increased  about 
as  fast  as  the  growth  of  East  Asian  intra- 
regional  trade.  Therefore  it  can  be  argued 
that  increased  intra-regional  trade  in 
East  Asia  appears  to  result  mainly  from 
the  high  and  increased  rate  of  growth 
of  East  Asian  trade  in  general. 

A  more  detailed  examination,  which 
disaggregates  trade  into  export  and  im- 
port trade,  shows  that  East  Asia  and 
North  America  exhibit  similar  trends  and 
magnitudes  in  their  intra-regional  exports. 
This  suggests  that  both  subregion's  re- 
liance on  outside  markets  remain  high 
(60  per  cent).  Intra-regional  imports  have 
also  increased  in  East  Asia  and  North 
America,  but  the  level  was  much  higher 
in  East  Asia  than  in  North  America.  This 
shows  the  greater  tendency  for  East 
Asia  to  source  its  imports  from  within 
its  own  region.  It  appears  that  this  devel- 
opment has  been  caused  by  the  increased 
investment  links  within  East  Asia. 

Indeed,  one  of  the  most  interesting 
developments  that  have  taken  place  in 
the  Asia  Pacific  region,  especially  in  East 
Asia,  is  in  the  field  of  foreign  direct  in- 
vestment (FDI).  Intra-regional  FDI  flows 
have  increased  dramatically  over  the  past 
ten  years  or  so.  For  example,  ihc  slock 
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of  FDI  in  the  five  ASEAN  countries  (ex- 
cluding Brunei)  is  estimated  to  have  in- 
creased by  about  14  per  cent  annually 
since  1980.  The  increase  of  the  stock  of 
FDI  in  China  since  1988  was  even  higher, 
namely  about  25  per  cent  armually.  Since 
1980  the  stock  of  FDI  in  developing  East 
Asia  might  have  increased  by  a  total 
of  US$130  billion. 

Japan,  of  course,  was  the  main  source 
of  FDI  to  developing  East  Asia.  Based  on 
balance-of-payments  data,  the  cumulative 
outward  flows  of  Japanese  FDI  for  the 
period  1985-1992  amounted  to  US$220 
billion.  The  main  destination  of  Japanese 
FDI  is  still- the  United  States  but  most  of 
it  is  in  non-manufacturing  activities.  In 
contrast,  most  of  Japan's  FDI  in  East 
Asia  is  in  manufacturing.  Thus,  of  total 
Japan's  manufacturing  FDI,  East  Asian 
shares  are  considerable. 

Other  traditional  sources,  namely  the 
United  States  and  Europe,  continue  to  be 
important  for  the  East  Asian  region.  In 
addition,  new  sources  have  also  emerged, 
and  they  have  increased  quite  rapidly. 
The  stock  of  FDI  of  the  Asian  NIEs 
(newly  industrializing  economies)  in  East 
Asia,  most  in  the  ASEAN  countries  and 
China,  have  increased  by  about  US$40 
billion  in  the  past  decade.  This  means 
that  about  one-third  of  the  total  increase 
in  the  stock  of  FDI  in  East  Asia  origin- 
ated from  the  Asian  NIEs.  The  other  in- 
teresting feature  that  has  been  obscr\'ed 
in  the  region  is  that  of  increased  cross- 
investments.  The  stock  of  FDI  from  de- 
veloping East  Asia  in  the  United  Stales 
today  probably  amount  to  US$10  billion, 
most  of  which  are  of  recent  vintage.  Thus, 
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the  FDI  picture  in  the  Asia  Pacific  re- 
gion is  characterized  not  only  by  the 
dramatic  rise  in  volume  but  also  by  some 
shifts  and  most  likely  even  more  sig- 
nificant shifts  in  the  future,  both  in 
the  destination  of  FDI  flows  and  the 
changing  structure  of  its  sources. 

If  East  Asia  can  maintain  the  mo- 
mentum of  growth  of  intra-regional  in- 
vestments in  particular  and  FDI  in  gen- 
eral, the  region's  economic  growth  and 
dynamism  can  be  sustained. 

FDI  flows  in  the  region  have  been 
influenced  by  various  push  and  pull 
factors.  The  first  wave  of  FDI  flows  into 
developing  East  Asia  in  the  1960s  and 
early  1970s  was  motivated  by  protected 
local  markets  and  the  first  major  yen 
revaluation.  It  was  manifested  mainly  in 
joint  ventures  in  textiles  and  household 
electrical  equipment.  This  was  followed 
by  the  second  wave  in  the  1970s  that  was 
spurred  by  the  region's  bright  prospects 
and  the  availability  of  low  cost  capital. 
This  wave  of  investments  included  im- 
port substitution  projects  in  basic  indus- 
tries and  the  creation  of  American  export 
platforms  in  consumer  electronics  and 
semiconductors.  The  third  wave,  involving 
the  relocation  of  labour  intensive  manu- 
facturing from  Japan  and  the  Asian  NEEs 
to  ASEAN,  resulted  essentially  from  the 
appreciation  of  the  yen  and  several  NIEs 
currencies  in  the  mid  1980s.  This  major 
push  coincided  with  a  major  pull  that 
resulted  from  the  significantly  improved 
investment  climate  in  the  ASEAN  coun- 
tries to  boost  their  exports. 

There  are  many  scenarios  and  inter- 
pretations of  what  constitutes  the  fourth 


wave  of  FDI  flows  into  East  Asia  in  the 
1990s.  One  scenario  sees  a  massive  for- 
eign investment  boom  in  China  with 
the  possibility  of  significant  investment 
diversions  from  other  destinations,  in- 
cluding ASEAN.  Another  scenario  sug- 
gests that  the  fourth  wave  is  charac- 
terised not  so  much  by  the  shift  in 
destination  but  by  a  major  change  in 
the  origin  of  FDI  flows  in  the  region, 
namely  the  rise  of  so-called  "overseas 
Chinese"  capital  as  manifested  in  FDI 
flows  from  the  Chinese  economies  of 
Hong  Kong  and  Taiwan.  These  flows 
may  not  be  directed  only  to  China  but 
to  some  significant  degree  will  also  be 
going  into  the  ASEAN  countries. 

Yet  another  scenario  postulates  the 
fourth  wave  of  FDI  flows  into  the  region 
as  one  which  originates  primarily  from 
Japan,  resulting  from  a  full-fledged  im- 
plementation of  globalisation  strategies 
by  Japanese  companies  that  involve  the 
application  of  new,  cutting-edge  tech- 
nologies, such  as  fiber  optics,  where 
different  production  activities  on  the 
technological  ascendancy  curve  will  be 
undertaken  outside  Japan.  However,  Japan 
will  retain  production  activities  around 
so-called  "core"  technologies.  This  wave 
is  distinctly  different  from  the  reloca- 
tion of  industries  following  the  yen  re- 
valuations in  the  mid  1980s. 

As  the  ASEAN  countries  and  China 
continue  to  upgrade  their  level  of  tech- 
nological capabilities  they  will  be  able 
to  participate  in  such  production  net- 
works, together  with  other  Asian  NIEs. 
This  scenario  sees  a  further  consolida- 
tion of  the  East  Asian  regional  produc- 
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tion  network  with  Japan  at  its  core  and 
also  an  elevation  of  this  network  to 
higher  technological  levels,  thus  giving 
support  to  the  "flying  geese"  paradigm. 

It  is  believed  that  the  globalisation 
strategies  of  Japanese  companies  has  as 
their  objective  the  creation  of  regional 
sources  of  competitive  advantage  that 
would  strengthen  their  position  both 
in  the  international  marketplace  and  at 
home.  This  suggests  that  the  develop- 
ment and  consolidation  of  regional  pro- 
duction networks  by  Japanese  firms  are 
likely  to  continue.  Networking  has  be- 
come the  name  of  the  game  because 
firms  now  operate  in  a  more  competitive 
and  uncertain  environment.  There  are  a 
number  of  possible  implications  of  this 
trend. 

There  are  views  suggesting  the  emer- 
gence of  two  major  production  and  bu- 
siness networks  in  the  region.  One  is  a 
Japanese  network,  and  the  other  a  Chi- 
nese network,  the  latter  referring  to  cross- 
border  production  and  business  linkages 
among  "overseas"  Chinese  capital  and 
mainland  China.  While  the  Japanese  net- 
work can  be  seen  as  being  based  on  tech- 
nology, it  is  more  difficult  to  define  the 
basis  of  a  Chinese  network:  is  it  cul- 
tural or  particular  kinds  of  financial  re- 
lations? There  are  no  reasons  to  predict 
that,  if  indeed  such  networks  exist,  they 
are  bound  to  collide  with  each  other. 
Perhaps,  what  may  emerge  are  two  layers 
of  regional  production  networks,  with 
that  of  Japan  having  a  higher  technological 
content. 

What  about  US  participation  in  East 
Asian  production  activities?  The  stock  of 


US  investments  in  East  Asia  is  current- 
ly about  half  the  accumulated  value  of 
Japan's  FDI  in  East  Asia,  although  a 
decade  ago  they  were  about  the  same 
order  of  magnitude.  However,  the  share 
of  manufacturing  in  US  FDI  in  the  Asia 
Pacific  region  has  increased.  For  exam- 
ple, the  share  of  manufacturing  in  US 
FDI  in  Malaysia  increased  from  17  per 
cent  in  1977  to  about  60  per  cent  in  1990. 
This  suggests  that  US  FDI  also  con- 
tributes to  the  emerging  new  patterns 
of  comparative  advantage  in  the  Asia 
Pacific  region,  although  its  involvement 
is  far  less  intense  than  that  of  the  East 
Asian  countries. 

It  has  been  suggested  that  the  United 
States  can  greatly  enhance  the  inter- 
national competitiveness  of  its  indus- 
tries by  integrating  more  deeply  its  pro- 
duction activities  with  those  of  East 
Asia.  Increased  US  commercial  engage- 
ment in  East  Asia  is  not  always  seen  as 
beneficial  to  the  United  States.  The  in- 
creased economic  interdependence  be- 
tween the  United  States  and  Japan  is 
seen  by  some  as  a  threat  to  the  American 
economy.  As  suggested  by  Richard 
Higgot  et.  al.  (1993),  the  bilateral  trade 
imbalance  between  the  United  States 
and  Japan  has  tended  to  spread  both 
laterally  and  vertically.  Laterally,  in  the 
sense  that  the  trade  imbalance  now 
involves  most  East  Asian  countries.  Ver- 
tically, in  the  sense  that  the  bilateral 
imbalance  is  no  longer  confined  to  the 
trade  account  but  is  also  seen  in  the 
capital  account  as  a  result  of  currency 
re-alignments,  liberalisation  of  the  finan- 
cial system,  and  the  high  savings  rate  in 
Japan. 
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Trans-Pacific  economic  tensions,  or 
what  Higgot  et.  al.  (1993)  described  as 
"Pacific  economic  dynamism  problems", 
could  have  significant  security  implica- 
tions for  the  region  because  East  Asia 
continues  to  be  strategically  dependent 
on  the  United  States  (Robert  Scalapino, 
1991).  It  should  also  be  taken  into  ac- 
count that  in  this  post-Cold  War  era  the 
United  States  seems  to  be  less  willing  to 
bear  the  adjustment  cost  that  is  being 
incurred  by  East  Asian  industrialisation. 
How  would  this  problem  influence  the 
region's  economic  and  security  archi- 
tectures? 

The  region  also  includes  developing 
countries  for  whom  economic  interde- 
pendence with  the  more  advanced,  indus- 
trial countries  is  often  perceived  as  essen- 
tially an  asymmetrical  one.  Rather  than 
strengthening  interdependence,  some  coun- 
tries might  instead  contemplate  the  adop- 
tion of  the  strategy  of  lessening  such  in- 
terdependence. As  mentioned  earlier,  the 
ASEAN  countries  have  opted  for  the  stra- 
tegy of  economic  interdependence  and 
this  will  be  maintained  so  long  as  eco- 
nomic interdependence  produces  economic 
growth  and  development. 

On  both  sides  of  the  Pacific  there  is, 
thus,  an  uncertain  feeling  about  the  effects 
of  increased  regional  economic  interde- 
pendence and  integration  on  each  other. 
APEC's  primary  function  should  be  to 
overcome  this  problem.  How,  then,  should 
APEC  be  best  organised? 

It  is  only  natural  that  each  participant 
would  have  a  different  interest  in  APEC 
and  different  expectations  of  what  APEC's 
main  function  should  "be.  Some  such  func- 


tions for  APEC  are,  among  other  things, 
as:  (a)  a  forum  for  inter-governmental 
consultations  on  regional  economic  issues; 

(b)  a  forum  for  developing  ftmctional  co- 
operation programs  in  a  number  of  areas; 

(c)  a  forum  for  North -South  cooperation; 

(d)  a  forum  to  deal  with  and  resolve  in- 
tra-regional  trade  problems;  (e)  a  forum 
to  formulate  and  promote  the  region's 
common  interest  in  global,  multilateral 
fora. 

As  defined  in  1989,  ASEAN's  parti- 
cipation in  APEC  is  based  on  what  can 
be  regarded  as  the  "minimalist"  position, 
as  formulated  in  a  consensus  that  was 
reached  in  Kuching  (Sarawak,  Malaysia), 
which  stipulates  that  APEC  should:  (a) 
not  weaken  or  dilute  ASEAN;  (b)  be  based 
on  the  principle  of  equality;  (c)  not  be^* 
come  a  closed  trading  bloc;  (d)  continue  to 
be  a  forum  for  economic  consultation  and 
cooperation ;_(e)  strengthen  individual  and 
collective  positions  in  the  international 
fora;  and  (f)  be  institutionalised  gradually. 

The  "maximalist"  approach  to  regional 
institutional  building  proposes  the  creation 
of  a  "full-fledged  regional  organisation", 
similar  to  the  OECD  or  which  is  based 
on  a  free  trade  agreement. 

There  was  also  a  suggestion  to  make 
APEC  a  GATT  for  the  Asia  Pacific.  These 
various  suggestions  are  focused  prim- 
arily on  trade  liberalisation.  The  urgency 
for  regional  trade  liberalisation  initiatives 
could  have  receded  with  the  signing  of 
GATT  1994  by  ministers  in  Marrakesh  in 
April  1994.  However,  the  intention  on 
the  part  of  the  United  States  trade  ne- 
gotiators to  use  unilateral  and  bilateral 
instruments  in  the  implementation  of 
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GATT  1994  would  mean  that  trans-Pacific 
trade  issues  would  remain  high  on  the 
region's  agenda. 

Nonetheless,  as  APEC's  function  at 
this  stage  should  primarily  be  to  promote 
confidence  building  in  the  region,  its 
agenda  should  not  be  focused  on  re- 
gional trade  liberalisation  initiatives.  The 
regional  economic  architecture  should  lo- 
gically be  a  three-legged  structure,  based 
on  three  major  activities,  namely:  (a)  re- 
gional trade  liberalisation;  (b)  trade  and 
investment  facilitation;  and  (c)  develop- 
ment cooperation. 

This  balanced  three-legged  structure 
is  important  to  accommodate  the  interests 
of  countries  in  the  region  that  are  so  di- 
verse. As  such  it  can  help  strengthen  the 
positive  effects  of  economic  interdepend- 
ence and  integration  on  regional  secur- 
ity. At  the  same  time,  mechanisms  can 
evolve  that  could  help  reduce  or  eliminate 
economic  frictions  or  conflicts  which  have 
detrimental  effects  on  the  region's  secur- 
ity and  stability. 

The  need  for  this  balanced  agenda 
is  well  recognised  by  APEC  and  is  made 
explicit  in  the  Bogor  Declaration  of  the 
APEC  leaders.  Its  successful  implementa- 
tion, however,  poses  a  major  challenge 
for  the  region.  The  other  challenge  faced 
by  the  region  is  how  to  successfully 
engage  China  as  well  as  the  United 
States  in  the  regional  economy. 

There  is  the  worry  that  China  is  being 
integrated  into  the  international  commun- 
ity but  the  community  docs  not  wish  to 
change  its  rules  and  values  in  order  to 
adapt  [Nayan  Chanda,  1994].  A  clear  case 
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in  point  is  the  difficulty  of  admitting 
China  into  the  World  Trade  Organisation 
(WTO).  Can  the  region  and  APEC  do 
something  about  this? 

There  is  also  the  issue  of  what  the 
region  could  do  to  increase  US  economic 
engagement.  The  United  States  has  em- 
barked on  a  campaign  to  open  up  mar- 
kets in  East  Asia.  Such  opening  up  is 
indeed  taking  place  as  countries  in  East 
Asia  continue  to  pursue  with  their  uni- 
lateral liberalisation.  APEC  can  further 
reinforce  this  process.  The  emerging  pro- 
duction and  business  networks  in  East 
Asia  are  essentially  not  closed  to  the 
United  States,  but  US  companies  need 
to  learn  to  adapt.  The  past  few  years 
have  seen  increased  US  involvement 
in  the  development  of  infrastructure  and 
various  services  fields  as  well  as  through 
the  exports  of  arms  and  military  hard- 
ware. Will  the  region  be  able  to  restrain 
both  the  United  States  and  China  from 
exporting  arms? 

Countries  in  the  Asia  Pacific  region 
have  become  major  importers  of  arms. 
This  has  been  made  possible  by  the  re- 
gion's sustained  economic  growth  over 
the  past  years.  According  to  the  CRS 
Report  for  the  US  Congress  (Richard 
Grimmet,  1993),  of  the  ten  major  arms 
transfer  agreements  with  the  Third  World 
in  1992,  five  of  the  leading  recipients 
are  countries  in  the  Asia  Pacific  with  an 
estimated  value  of  US$13.5  billion  or  about 
55  per  cent  of  the  total  value  of  arms 
transfer  agreements  with  the  Third  World. 

Excluding  the  United  States,  the  re- 
gion is  not  a  major  exporter  of  arms.  Of 
this  region's  total  arms  exports,  China 
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was  by  far  the  largest  exporter.  The  va- 
lue of  China's  arms  export  in  1989  was 
estimated  at  US$2  billion.  However,  in 
1992,  China's  arms  exports  dropped  dra- 
matically to  only  US$100  million.  This 
drop  might  have  been  caused  largely  by 
Iran's  switch  to  Russia  as  its  source  of 
supplies  and  by  the  embargo  on  arms 
supplies  to  Iraq  which  was  China's  other 
major  customer.  In  addition  to  countries 
in  the  Middle  East,  China  has  traditional- 
ly supplied  arms  to  Pakistan,  Thailand 
and  Burma.  Both  Pakistan  and  Thailand 
seem  to  have  replaced  China  by  other 
sources  of  arms  supplies,  the  United 
States  in  particular. 

An  increasing  number  of  Asia  Pacific 
countries  are  developing  the  capacity  to 
produce  arms  and  some  have  successful- 
ly entered  the  arms  export  market.  The  major 
rationale  for  developing  indigenous  arms 
production  appears  to  be  largely  import 
substitution.  Some  countries  seek  self-suf- 
ficiency in  order  to  preserve  political  in- 
dependence. Others  want  to  ensure  avail- 
ability of  weapons  in  times  of  crisis  or 
to  reduce  dependence  on  foreign  milit- 
ary aid  that  indeed  is  harder  to  obtain 
by  the  Asia  Pacific  countries.  In  a  growing 
number  of  countries  the  development  of 
so-called  "strategic"  industries  is  seen 
as  an  integral  part  of  industrialisation 
and  national  development.  It  is  believed 
that  once  a  country  has  attained  a  certain 
position  in  the  international  division  of 
labour  it  will  begin  producing  arms  to 
further  increase  its  upward  mobility. 

China's  defence  industries  produce 
a  wide  range  of  weapons  systems.  It  is 
one  of  the  major  arms  producers  of  the 
world.  However,  its  level  of  defence  tech- 


nology is  generally  considered  to  be 
low.  Since  the  early  1980s  the  industry 
has  entered  a  phase  of  rationalisation, 
modernisation  and  technology  imports, 
arms  exports  and  major  conversions.  A 
major  development  was  licensed  produc- 
tion using  Western  technology.  However, 
efforts  to  further  modernise  China's  de- 
fence industries  face  major  challenges. 
Access  to  Western  technologies  remain 
limited  because  Western  companies  prefer 
to  enter  into  licensing  arrangements  or 
co-production  ventures  whereas  China 
appears  to  prefer  foreign  assistance  and 
capital  to  modernise  its  indigenous  arms 
industries.  However,  such  assistance  is 
not  likely  to  be  sufficiently  forthcoming. 
This  may  have  led  China  to  turn  to 
Russia.  The  purchase  of  SU27  fighters, 
worth  about  US$1  billion,  is  reported  to 
include  the  transfer  of  assembly  facilities 
to  produce  those  aircraft  and  the  transfer 
of  important  technologies  such  as  air- 
craft engines. 

China's  future  as  an  arms  exporter  is 
rather  uncertain.  As  stated  before,  it  has 
been  affected  by  the  cessation  of  the 
Iran-Iraq  war  as  well  as  by  the  general 
slowdown  of  world  military  expenditure. 
It  also  faces  growing  competition  from 
other  developing  countries  that  produce 
arms.  Moreover,  although  the  Asia  Pacific 
arms  market  remains  quite  strong,  re- 
gional countries  demand  more  sophis- 
ticated weapons. 

Taiwan  and  South  Korea  are  signi- 
ficant arms  producers.  They  are,  however, 
far  from  self-sufficient  and  both  are  net 
importers  of  weapons.  Both  also  have 
relied  heavily  on  foreign  assistance  and 
collaboration  in  developing  their  defence 
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industries.  The  changing  nature  of  the 
international  arms  market  has  definitely 
widened  the  opportunities  for  Taiwan  and 
South  Korea  to  pursue  with  their  pro- 
curement programs.  The  constraints  that 
Taiwan  had  faced  in  sourcing  have  be- 
come greatly  relaxed.  Buyers  are  able  to 
negotiate  attractive  licensing  and  co- 
production  arrangements  or  "offset"  con- 
cessions which  allow  them  to  do  more 
of  the  manufacturing  in  their  own  coun- 
tries as  well  as  help  them  set  up  their 
own  civilian  industries. 

In  March  1991  South  Korea  made  a 
deal  to  purchase  120  F16s  of  which  only 
12  will  come  off  the  shelf  and  the  rest 
will  be  assembled  in  South  Korea  under 
licence  and  thus,  is  expected  to  help 
develop  South  Korea's  indigenous  aero- 
space industry.  Taiwan  has  equally  con- 
cluded a  successful  F16  deal.  In  Sep- 
tember 1992  the  US  lifted  the  ban  which 
led  to  a  agreement  to  sell  150  F16s  for 
an  estimated  US$5.8  billion.  This  deal 
includes  an  offset  of  US$1.1  billion  to 
make  parts  for  and  maintain  the  F16s. 
This  deal  has  also  opened  up  many 
other  sources  for  Taiwan.  France  fol- 
lowed by  offering  up  to  60  Mirage  2000-5 
as  well  as  diesel -electric  submarines.  The 
Netherlands  also  agrees  to  grant  the 
licence  for  the  building  of  diesel-powered 
submarines  in  Taiwan,  although  it  has 
an  agreement  with  China  to  block  arms 
sales  to  Taiwan. 

Weapons  production  in  the  ASEAN 
countries  is  still  confined  to  light  air- 
craft or  small  ships.  The  ASEAN  coun- 
tries have  entered  into  various  collabora- 
tion schemes  with  arms  industries  from 


the  industrialised  countries.  As  in  the  case 
of  Taiwan  and  South  Korea,  the  ASEAN 
countries  have  also  demanded  some  form 
of  technology  transfer  and  co-production 
in  their  arms  purchasing  deals.  The  Indo- 
nesian state-owned  aircraft  industry,  IPTN, 
has  entered  a  number  of  joint-venture 
arrangements  and  the  industry  continues 
to  be  sustained  primarily  by  co-produc- 
tion deals  with  foreign  companies. 

Singapore,  the  other  major  ASEAN 
arms  producer  also  depends  on  techno- 
logy transfers  and  joint  ventures.  Singa- 
pore has  also  used  offsets  and  is  seeking 
a  niche  in  the  international  arms  market. 
In  its  recejut  efforts  to  boost  domestic 
arms  production  Malaysia  has  also  given 
emphasis  to  co-production  and  offset 
manufacturing.  The  famous  "Malaysian 
Deal"  involving  the  purchase  of  Rus- 
sian MiG29M  supersonic  fighters  and 
McDonnell  Douglas  F/A-18  fighter  air- 
craft has  brought  Malaysia  into  a  major 
collaboration  of  the  "North-South  type" 
at  a  very  reasonable  cost.  Both  aircraft 
were  offered  at  discounted  prices,  and 
Russia  allowed  a  sizable  amount  of  the 
bill  to  be  paid  in  palm  oil.  At  the  heart  of 
the  deal,  however,  is  the  Russian  agree- 
ment to  set  up  a  spare  parts  and  technical 
backup  facility  in  Malaysia  as  well  as  the 
Memorandum  of  Understanding  between 
Malaysia  and  McDonnell  Douglas  to  de- 
velop Malaysia's  aerospace  industry  and 
assistance  in  enhancing  the  prospects 
for  technological  and  manufacturing  off- 
set of  military  equipment  bought  from 
the  United  States. 

Collaboration  of  the  North-South  type 
as  described  above  is  likely  to  continue. 
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Established  arms  producers  are  trans- 
ferring technology  to  penetrate  the 
ASEAN  markets.  This  collaboration  might 
also  be  extended  to  R&D  of  weapons 
systems  as  a  means  to  hold  down  costs. 
Relocation  of  assembly  lines  to  lower-cost 
countries  could  sustain  systems  which 
otherwise  would  have  to  be  phased  out 
of  production. 

Some  collaboration  of  the  "South- 
South  type",  namely  among  developing 
countries,  is  also  being  undertaken  in 
the  Asia  Pacific  region.  An  example  is 
the  cooperation  agreement  between  Ma- 
laysia and  China  to  produce  armoured 
personnel  carriers  in  Malaysia  both  for 
its  own  market  and  for  exports.  It  makes 
a  lot  of  sense  for  the  ASEAN  countries 
to  cooperate  more  closely.  This  has  not 
happened  so  far  and  there  is  the  danger 
that  ASEAN's  defence  industries  are  fol- 
lowing separate  paths.  However,  since 
the  ASEAN  countries  have  similar  wea- 
pons shopping  lists,  some  standardisa- 
tion may  result  even  from  minimal  co- 
ordination. 

In  any  case,  it  appears  that  in  the 
realm  of  the  defense  industries  sufficient- 
ly strong  forces  are  developing  that  could 
lead  to  greater  production  collaboration 
and  eventual  integration  in  the  Asia 
Pacific  region,  especially  between  the  de- 
veloping countries  and  the  industrial 
countries,  the  United  States  in  particular. 
It  is  yet  unclear  what  the  implications 
of  such  production  collaboration,  involving 
relocations  of  industries  from  the  US  to 
East  Asia,  would  be  on  the  political  eco- 
nomy of  trans-Pacific  relations  and  on  the 
broader  economic-security  nexus  in  the 
Asia  Pacific, 


A  Concluding  Note 

The  economic-security  nexus  can  be 
examined  at  different  levels:  national,  re- 
gional, and  global.  The  impact  of  eco- 
nomic development  and  the  adoption  of 
the  strategy  of  economic  interdependence 
by  Asia  Pacific  developing  countries  are 
largely  positive.  It  is  well  recognised  that 
the  process  of  economic  development 
itself  has  destabilising  effects  on  national 
security.  Therefore,  this  process  also  needs 
to  be  managed.  Here,  "good  governance" 
and  the  development  of  human  resources 
are  considered  crucial  to  be  able  to  deal 
effectively  with  socio-economic  disloca- 
tions and  inequalities  resulting  from  rapid 
economic  development. 

Regional  economic  interdependence  in 
Asia  Pacific  appears  to  have  a  stabilising 
effect  and  enhances  regional  security.  As 
shown  by  Miles  Kahler  (1992),  economic 
interdependence  can  have  its  strategic 
uses.  He  advanced  the  proposition  that 
"linkage  strategies,"  namely  the  mani- 
pulation of  increasing  economic  inter- 
dependence for  security  objectives,  can 
be  employed  successfully  if  political 
leaders  place  a  sufficiently  high  value 
on  economic  growth  and  opening  to  the 
world  economy. 

Economic  forces  and  the  globalisation 
of  markets  and  production  can  bring 
greater  stability  to  the  potentially  unstable 
politico-security  environment  in  the  Asia 
Pacific.  Mutual  economic  interests  de- 
finitely were  the  major  factor  behind  the 
improvement  of  political  and  diplomatic 
relations  between  China  and  its  Asian 
neighbours.  China's  economic  modernisa- 
tion policies  and  its  opening  up  to  the 
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world  economy  have  profound  effects  on 
regional  stability  and  security.  China's 
trade  with  South  Korea,  for  example,  has 
increased  dramatically  even  before  they 
established  diplomatic  relations  in  mid- 
1992.  China-Taiwan  economic  relations 
are  booming,  and  Taiwanese  investments 
continue  to  pour  into  China,  even  though 
they  are  far  from  resolving  their  political 
dispute. 

As  the  remaining  planned  and  other 
economies  in  the  region  open  up  to  the 
world  economy  it  is  possible  that  before 
too  long  the  region  will  see  an  expansion 
of  the  regional  economy  and  the  embryo 
of  a  security  community  of  sorts  encom- 
passing the  entire  Asia  Pacific  region.  How- 
ever, economic  interdependence  in  this 
diverse  Asia  Pacific  region  requires  the  de- 
velopment of  a  collective  decision-making 
mechanism  to  prevent  economic  frictions 
and  promote  economic  policy  coordina- 
tion. 

In  conclusion,  economic  interdepend- 
ence in  the  Asia  Pacific  region  which  is 
largely  market-driven  has  resulted  in  a 
kind  of  soft  regionalism.  APEC  can  re- 
inforce this  process  and  should  function 
as  a  confidence-building  exercise.  In  this 
sense  it  is  security-enhancing.  The  ARF 
should  build  on  this  process  in  pro- 
moting the  emergence  of  a  security  com- 
munity which  could  lead  to  the  establish- 
ment of  a  regional  security  architecture 
based  on  concepts  of  comprehensive  se- 
curity and  cooperative  security. 

APEC  should  be  developed  on  the 
basis  of  new  concept  of  regionalism, 
which  as  distinct  from  the  "old"  regional- 
ism, has  the  following  characteristics:  it 


is  a  cooperative  arrangement  involving 
countries  at  different  stages  of  develop- 
ment; it  is  outward  oriented  (open  re- 
gionalism); and,  it  focuses  on  the  pool- 
ing of  resources  rather  than  the  sharing 
of  markets.  Similarly,  in  the  security 
realm,  the  ARF  should  have  the  follow- 
ing characteristics:  it  is  a  cooperative 
arrangement  involving  non  like-minded 
countries;  it  is  meant  to  deal  with  un- 
certainty rather  than  confronting  an 
enemy  ~  security  with  rather  than  secur- 
ity against  the  sources  of  uncertainty  — 
and  therefore,  seeks  to  actively  engage 
the  sources  of  uncertainty;  and,  its  main 
task  is  confidence  building. 
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Globalization  as  a  Challenge  for 
Developing  Countries 

A  Bird's-Eye  View  on  Perspectives 

for  Indonesia* 

Erich  Gundlach 


Introduction  and  Summary 

MANY  developing  countries  (DCs) 
such  as  Indonesia  fear  that  the 
ongoing  globalization  of  pro- 
duction and  markets  may  limit  their  de- 
velopment perspectives,  mainly  for  three 
reasons.  First,  the  potential  gains  from 
globalization  are  said  to  be  confined  to 
those  DCs  with  close  ties  to  institutional- 
ized regional  integration  schemes  such  as 
the  European  Union  (EU)  and  the  North 
American  Free  Trade  Area  (NAFTA).  Se- 
cond, a  low  level  of  interfirm  technology 
cooperation  between  poor  and  rich  coun- 
tries is  feared  to  delink  DCs  from  recent 
technological  developments.  Third,  a  re- 
latively high  concentration  of  foreign  dir- 
ect investment  (FDI)  flows  on  a  few  ad- 
vanced hosts  is  held  to  limit  the  develop- 
ment prospects  for  the  majority  of  DCs. 


An  earlier  version  of  this  paper  was  presented 
at  an  international  seminar  on  "Developing  Coun- 
tries in  the  Global  Economy:  Perspectives  for  Indo- 
nesia", organized  by  the  Gocthe-Institut  at  Univer- 
sitas  Islam  Bandung,  2  October  1996. 


At  the  same  time,  the  recent  labor  mar- 
ket imbalances  of  industrialized  countries 
are  often  perceived  as  the  direct  conse- 
quence of  the  emergence  of  strong  new 
competitors  on  world  markets,  such  as  In- 
donesia. On  balance,  it  seems  to  me,  global- 
ization is  more  often  seen  as  a  threat  rather 
than  as  an  opportunity,  in  both  develop- 
ing and  developed  countries.  However,  such 
a  pessimistic  point  of  view  is  difficult  to 
maintain  in  light  of  the  empirical  facts 
regarding  recent  trade  flows,  FDI  flows,  and 
economic  growth  rates.  My  interpretation 
of  the  facts  is  that  globalization  improves 
the  prospects  for  DCs  to  catch  up  econom- 
ically with  industrialized  countries.  Never- 
theless, successful  participation  in  global- 
ization points  to  some  important  lessons 
for  DC  economic  policies. 

Indonesia  has  shown  a  remarkable  eco- 
nomic development  over  the  last  decades. 
Macrocconomic  stability,  a  high  rate  of  in- 
vestment, the  import  of  technology  through 
FDI  and  other  forms  of  international  invest- 
ment cooperation,  and  a  good  educational 
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Status  of  the  workforce  are  all  factors 
which  shape  the  performance  of  every 
single  country  in  an  ever  closer  integ- 
rating world  economy.  The  paper  indicates 
that  in  order  to  maintain  the  growth  mo- 
mentum in  the  era  of  globalization,  Indo- 
nesia's recent  performance  with  regard  to 
export  growth  and  improvements  in  the 
educational  status  of  the  workforce  should 
be  a  matter  of  concern  for  economic  pol- 
icy. Although  Indonesia  seems  to  be  in 
a  better  position  than  many  other  DCs  to 
master  the  economic  challenges  ahead,  this 
is  not  necessarily  so  compared  to  some  of 
its  Asian  competitors. 


What  is  Globalization? 

Generally  speaking,  globalization  means 
a  closer  international  integration  of  produc- 
tion and  markets.  The  increasing  interde- 
pendence of  economies  around  the  world 
is  the  result  of  growing  trade  and  capital 
flows  and  rising  interfirm  technology  co- 
operation. These  trends  reflect  the  liberal- 
ization of  trade  initiated  by  successive  GATT 
rounds  and,  especially  in  the  1980s,  the 
worldwide  deregulation  of  financial  mar- 
kets and  other  business  services  such  as 
banking  and  insurance.  All  this  has  led 
to  more  competition  in  the  world  economy, 
and  to  new  profit  opportunities  for  inter- 
national investors.  As  a  consequence,  DCs 
have  to  adjust  to  thr  changing  interna- 
tional environment  if  they  want  to  parti- 
cipate in  the  ongoing  globalization  of  pro- 
duction and  markets. 

Globalization  is  by  no  means  an  entirely 
new  phenomenon.  What  has  changed  in  the 
world  economy  during  the  last  decade  or 


so  is  that,  thanks  to  the  micro-electronics 
revolution,  new  communication  technolo- 
gies have  evolved  that  allow  for  the  inter- 
national diffusion  of  new  production  and 
organization  technologies  at  low  cost.  Trans- 
portation costs  per  unit  of  production  are 
declining,  since  new  technologies  lead  to 
economies  of  scale  in  transportation  and 
tend  to  reduce  the  volume  of  international 
transport  in  raw  materials  necessary  to  pro- 
duce one  unit  of  final  output. 

.  The  relatively  new  aspect  that  makes 
globalization  different  from  previous  ad- 
vances in  the  international  division  of  la- 
bor is  the  ability  of  producers  to  slice  up 
the  value  chain  (Krugman  1995),  i.e.  the  pos- 
sibility to  achieve  a  geographically  dis- 
persed fragmentation  of  production.  Its  firms 
place  their  production  around  the  world, 
sourcing  this  component  from  one  country 
and  that  component  from  another,  it  may 
still  be  easy  to  say  where  certain  products 
have  been  assembled,  but  it  will  become 
increasingly  difficult  to  say  where  they 
actually  have  been  made.  Therefore,  com- 
plementary to  slicing  up  the  value  chain, 
another  new  aspect  of  globalization  is  the 
emergence  of  substantial  exports  of  ma- 
nufactured goods  from  low-wage  DCs  to 
high-wage  industrialized  countries,  and  the 
accompanying  increase  of  foreign  direct 
investment  (FDI)  flows  to  DCs. 

Globalization  shapes  the  world  economy 
in  different  ways.  Most  obviously,  interna- 
tional trade  and  capital  flows  are  affected. 
Over  the  last  30  years  or  so,  international 
trade  has  grown  faster  on  average  than 
production  (GATT  var.  iss.).  This  alone  im- 
plies a  more  integrated  world  economy. 
However,  a  dramatic  increase  in  FDI  flows 
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has  taken  place  in  addition  to  the  relative- 
ly steady  changes  in  the  pattern  of  interna- 
tional trade  during  the  last  decade.  FDI 
flows  have  grown  more  than  twice  as  fast 
as  international  trade  since  the  early  1980s 
(Nunnenkamp  et  al.  1994).  And  in  addition 
to  rising  FDI  flows,  other  forms  of  interna- 
tional investment  cooperation  such  as  li- 
censing, joint  ventures,  offshore  process- 
ing, minority  participations,  and  so-called 
strategic  alliances  have  become  more  im- 
portant in  recent  years.  As  a  rough  appro- 
ximation, the  number  of  international  inter- 
firm  cooperation  agreements  has  doubled 
over  the  1980s  (OECD  1994). 

All  three  aspects  of  globalization  —  inter- 
national trade,  FDI,  and  international  inter- 
firm  cooperation  —  are  dominated  by  OECD 
countries  so  far.  But  the  dynamic  East  and 
Southeast  Asian  economies  are  rapidly  be- 
coming involved,  as  are  some  countries  in 
Latin  America  and  in  Central  and  Eastern 
Europe.  Taken  as  a  group,  DCs  strongly  in- 
creased their  share  in  world  exports  of  ma- 
nufactures from  about  13  per  cent  to  about 
24  per  cent  between  1983  and  1993  (GATT 
var.  iss.).  Likewise,  their  share  in  recorded 
world  FDI  inflows  rose  steeply  fi"om  about 
15  per  cent  in  the  late  1980s  to  about  40  per 
cent  in  1994  (IMF  var.  iss.).  While  these 
simple  statistics  confirm  that  the  ongoing 
globalization  of  production  and  markets 
is  not  an  issue  concerning  developed  coun- 
tries only,  it  may  be  open  to  question 
whether  the  three  aspects  mentioned  in  the 
introduction  limit  the  development  pro- 
spects for  DCs  such  as  Indonesia.  That 
is,  questions  are  whether  globalization  or 
regionalization  dominates  the  world  eco- 
nomy, whether  technology  flows  to  DCs 
are  severely  limited,  and  whether  EDI  flows 
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to  DCs  are  concentrated  on  just  a  few  fair- 
ly advanced  hosts.  I  briefly  discuss  each  of 
these  issues  and  then  turn  to  Indonesia's 
perspectives  in  an  ever  closer  integrating 
world  economy. 

Developing  Countries  in  the  Global 
Economy:  Major  Issues 

Globalization  Versus  Regionalization 

Some  authors  claim  that  there  is  no 
general  trend  towards  globalization  in- 
volving DCs.  They  argue  that  a  strong  move 
towards  regional  production  and  sourcing 
networks  will  impair  the  chances  of  DCs 
to  benefit  from  technology  transfers  and 
to  make  full  use  of  their  comparative  cost 
advantages  (Oman  1994).  This  would  imply 
that  DCs  face  the  risk  of  being  delinked 
from  the  growth  dynamics  of  globalization, 
if  they  were  excluded  from  major  regional 
groupings,  notably  NAFTA  and  the  EU. 

This  idea  deserves  second  thoughts. 
It  is  definitely  true  that  not  all  DCs  have 
participated  in  globalization  so  far.'  At 
present,  economic  dynamism  is  regional- 
ly concentrated,  namely  in  Asia.  In  Asia, 
intra-regional  trade  flows  have  grown 
faster  than  extra-regional  trade  flows:  The 
share  of  intra-Asian  exports  of  manufac- 
tures has  increased  from  22  per  cent  of 
total  Asian  exports  in  1980  to  36  per  cent  in 
1993  (UN  1994).  But  these  observations 
alone  do  not  support  the  claim  that 
regionalization,  rather  than  globalization, 


For  a  detailed  assessment  of  the  present  state 
of  globaliTJition  for  various  regional  groups  of  DCs, 
see  Nunnenkamp,  Gundlach  (1995). 
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is  the  rule  of  the  game  in  the  world  eco- 
nomy. 

Regional  linkages,  whether  institution- 
alized or  not,  are  just  one  among  many 
other  factors  that  may  determine  whether 
a  country  will  participate  successfully  in 
globalization.  Depending  on  the  motivations 
of  international  investors,  factors  such  as 
macroeconomic  stability,  a  high  rate  of  fac- 
tor accumulation,  a  relatively  undistorted 
trade  regime  and  openness  for  international 
capital  flows  may  be  more  important  than 
any  gains  that  could  result  from  privileged 
access  to  a  large  market.  Privileged  market 
access  per  se  is  unlikely  to  advance  the  in- 
ternational competitiveness  of  new  sup- 
pliers. That  is,  close  ties  with  major  regional 
integration  schemes  seem  to  be  neither  ne- 
cessary nor  sufficient  for  joining  the  global- 
ization club. 

To  assess  the  empirical  relevance  of  this 
statement,  I  look  at  two  developments.  First, 
I  compare  EU  import  shares  of  manufactures 
for  different  groups  of  DCs.  Second,  I  look 
for  possible  FDI  diversion  effects  caused  by 
the  recent  formation  of  regional  blocs. 

To  begin  with,  the  EU  is  a  large  and  re- 
latively open  market  for  manufactures, 
notwithstanding  differential  treatment  of 
its  external  trading  partners  (Baneth  1993). 
For  example,  DCs  from  the  African,  Carib- 
bean and  Pacific  region  (ACP)  rank  well 
ahead  of  other  DCs  in  the  pyramid  of  EU 
trade  preferences  (Hiemenz  et  al.  1 994).  There- 
fore, one  should  expect  that  ACP  countries 
display  a  better  performance  on  EU  markets 
than  other  DCs,  if  institutionalized  linkages 
to  regional  integration  schemes  actually 
dominated  the  presumed  trend  towards 


globalization.  Table  1  shows  that  this  is 
not  the  case: 

•  ACP  countries  did  not  emerge  as  new 
suppliers  on  EU  markets,  despite  their  fa- 
vorable market  access.  The  share  of  EU 
imports  of  manufactures  from  ACP  coun- 
tries actually  decreased.  As  it  seems,  this 
fall  was  mainly  caused  by  a  drastic  re- 
duction of  EU  imports  of  physical  capital 
intensive  chemicals  from  ACP  countries, 
whereas  the  EU  import  shares  of  ACP 
countries  in  human  capital  intensive 
machinery  and  labor  intensive  textiles  and 
clothing  largely  remained  constant  at 
a  low  level. 

•  Asian  DCs,  especially  China  and  ASEAN 
member  countries,  increased  their  EU  im- 
port shares  of  manufactures  consider- 
ably, despite  missing  trade  privileges 
and  geographical  distance.  Asian  NIEs, 
which  have  almost  achieved  the  status 
of  industrialized  countries,  did  not  gain 
overall  trade  shares,  but  instead  shifted 
their  supply  from  labor  intensive  textiles 
and  clothing  to  physical  capital  inten- 
sive chemicals.  South  Asia,  which  is  more 
comparable  to  ACP  countries  in  terms 
of  per  capita  income,  did  not  achieve 
much  progress  in  overall  trade  shares. 
Nevertheless,  South  Asia  reports  a  strong 
increase  in  textiles  and  clothing,  which 
obviously  reflects  its  comparative  advan- 
tage. 

•  Latin  America  records  a  relatively  strong 
decline  in  EU  import  shares  of  human 
capital  intensive  machinery  and  trans- 
port equipment,  but  otherwise  fairly 
stable  EU  import  shares. 

Recent  changes  in  EU  import  shares  of 
manufactures  from  different  DC  groups 
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Table  1 


THE  REGIONAL  STRUCTURE  OF  EXTRA-EU  IMPORTS  OF  MANUFACTURES,  1 980  AND  1 993  (%) 


Machinery, 
Transport  Equipment 

Chemicals 

Clothing  and 
Textiles 

Extra-EU  imports" 

1980 

37.2 

35.8 

28  8 

1993 

40.8 

40.1 

29.5 

thereof:'' 

DCs 

1980 

16.5 

7.7 

10.5 

1993 

22.1 

19.3 

11  3 

Hl.o 

thereof:*^ 

ACP 

1980 

5.8 

3.1 

39  3 

1993 

4.1 

3.3 

7  7 

Asian  NIEs'' 

1980 

47.9 

59.1 

4.5 

46.3 

1993 

41.5 

56.8 

21.3 

14.3 

ASEAN' 

1980 

6.7 

8.8 

2.0 

6.4 

1993 

18.8 

18.7 

5.3 

18.1 

China 

1980 

5.6 

0.5 

14.7 

6.8 

1993 

24.7 

12.6 

21.6 

19.2 

South  Asia*^ 

1980 

10.2 

1.5 

2.4 

15.6 

1993 

10.9 

1.4 

8.2 

40.0 

Latin  America 

1980 

11.4 

14.3 

22.9 

7.6 

1993 

8.4 

8.7 

21.9 

5.8 

Source:  Eurostat  (var.  iss.) 
^  per  cent  of  total  EU  imports 

''in  per  cent  of  extra-EU  imports;  DCs  defmed  as  Class  2  according  to  EU  classification 
%a.  per  cent  of  EU  imports  from  DCs 
Tiong  Kong,  Singapore,  South  Korea,  Taiwan 
^xcluding  Singapore  and  Brunei 
Bangladesh,  India,  Nepal,  Pakistan,  Sri  Lanka 

seem  to  be  unrelated  to  trade  preferences 
granted  by  the  EU.  To  say  the  least,  privileged 
DC  groups  did  not  gain  market  shares,  and 
non-favored  DCs  did  not  suffer  losses.  For 
an  explanation  of  success  and  failure  in 
globalization,  institutionalized  ties  with  re- 
gional integration  schemes  such  as  the  EU 
seem  to  matter  less  than  economic  policies 
in  DCs  themselves. 

The  same  result  applies  when  it  comes 
to  an  assessment  of  the  distribution  of 
worldwide  FDI  flows.  The  deepening  of  EU 


integration  in  the  aftermath  of  the  internal 
market  program  of  1985  should  provide  a 
case  in  point.  If  the  formation  of  regional 
blocs  actually  resulted  in  FDI  diversion 
away  from  non-member  DCs.  The  EU  in- 
deed attracted  substantially  higher  FDI, 
inflows  in  1989-1991  (US$89.3  billion  on 
an  annual  average)  than  in  1983-1988 
(US$27.4  billion)  (UNCTAD  1995c).  As  a 
result,  the  EU's  share  in  worldwide  FDI 
flows  increased  from  30  to  47  per  cent.  EU 
integration  caused  higher  intra-EU  FDI  as 
European  companies  became  more  euro- 
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centric,  and  EU  integration  also  induced 
higher  FDI  inflows  from  Japan  and  the 
United  States.^ 

However,  this  boom  did  not  result  in 
a  proportional  effect  on  EU  FDI  outflows 
to  various  regions,  it  mainly  affected  EU 
FDI  outflows  to  the  United  States.  EU  in- 
vestors neglected  DCs  only  temporarily  and 
largely  because  of  home-made  economic  dis- 
turbances in  Latin  America.  Likewise,  Euro- 
pean integration  has  not  led  US  and  Ja- 
panese investors  to  curtail  their  FDI  in  DCs. 
Hence,  the  boom  of  FDI  flows  to  the  EU 
during  the  process  of  completing  the  in- 
ternal market  does  not  appear  to  have  re- 
sulted in  significant  FDI  diversion  at  the 
expense  of  DCs,  and  it  seems  to  have  been 
a  rather  short-term  phenomenon:  In  1992- 
1994,  the  EU's  share  in  worldwide  FDI 
flows  went  down  to  37.6  per  cent.  At  the 
same  time,  all  DCs  taken  together  nearly 
doubled  their  share  from  18.8  per  cent  in 
1989-1991  to  34.9  per  cent  in  1992-1994 
(UNCTAD  1995c).  All  this  suggests  that 
the  recent  revival  of  regional  integration 
must  not  be  interpreted  as  the  dominant 
feature  of  the  international  division  of 
labor. 

Technology  Flows  to  DCs 

Another  concern  that  DCs  may  be  de- 
linked from  global  trends  is  related  to  the 
marginal  role  of  DCs  in  the  generation  of 
technological  knowledge.  As  a  matter  of 
fact,  strategic  technology  alliances  are 
largely  confined  to  OECD-based  enter- 
prises (Freeman,  Hagedoorn  1994).  Especial- 


For  a  more  detailed  apalysis,  sec  Agarwal  ct  al. 
(1995). 


ly  joint  R&D  activities  are  almost  exclu- 
sively pursued  within  the  Triad  of  the 
EU,  Japan  and  the  US.  The  dominance  of 
the  Triad  is  somewhat  weaker  with  respect 
to  joint  ventures  not  exclusively  devoted 
to  R&D  activities,  but  the  participation  of 
DC  companies  is  below  10  per  cent  even 
in  this  category. 

In  contrast  to  a  widespread  belief,  this 
observation  does  not  imply  that  DCs  are 
excluded  from  technological  progress.  Not 
surprisingly,  technology  motivated  inter- 
firm  cooperation  is  largely  a  business  be- 
tween equally  advanced  partners  operating 
at  the  forefront  of  technological  progress. 
With  few  exceptions,  DC  companies  do  not 
provide  the  required  match  of  partners  in 
this  field  of  interfirm  cooperation.  Factor 
endowments  typically  prevailing  in  DCs 
prevent  a  stronger  role  in  the  generation 
of  technological  iimovations.  Put  different- 
ly, strategic  technology  alliances  are  an 
inappropriate  means  to  integrate  DCs  into 
corporate  globalization  strategies.  Never- 
theless, DCs  can  derive  benefits  from 
transfers  of  technology.  It  is  the  applica- 
tion of  internationally  available  technolo- 
gies which  matters  most  for  DCs.  Notably 
international  trade  in  capital  goods  and 
FDI,  are  better  suited  for  transferring  tech- 
nology to  DCs  than  strategic  alliances. 

The  empirical  evidence  on  trade  and 
FDI  supports  the  proposition  of  an  en- 
hanced integration  of  DCs  into  global- 
ization strategies.  Closer  trade  and  invest- 
ment linkages  are  observed  for  all  DCs 
taken  together:  Their  share  in  world  trade 
of  manufactures  increased  faster  than 
their  share  in  world  production,  and  their 
share  in  world  FDI  flows  increased  faster 
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than  their  share  in  world  trade  (Gundlach, 
Nunnenkamp,  forthcoming). 

However,  the  average  development  for 
all  DCs  obscures  remarkable  differences 
between  various  country  groups.  Both  in- 
dicators presented  in  Figure  1  reveal  that 
it  is  mainly  East  Asia  which  has  become 
more  integrated  into  the  international  di- 
vision of  labor.  By  contrast,  the  export-to- 
GNP  ratio  of  Sub-Saharan  Africa  did  not 
change  significantly  since  the  mid  1980s, 
and  FDI  inflows  remained  at  a  low  level 
in  this  region  (as  well  as  in  South  Asia). 
Obviously,  Sub-Saharan  Africa  in  par- 
ticular has  not  benefited  from  the  trend 
towards  globalized  production  and  mar- 
keting. Nevertheless,  Figure  1  contradicts 
the  notion  that  only  few  DCs,  notably 
Asian  NIEs,  are  participating  in  global- 
ization. The  FDI-to-export  ratio  suggests 
that  Latin  America  has  restored  its  lo- 
cational  attractiveness  after  several  coun- 
tries in  this  region  had  implemented  far- 
reaching  economic  reforms.  At  the  same 
time,  transition  economies  in  Eastern  Eu- 
rope have  emerged  as  new  competitors  for 
FDI. 

FDI  Concentration 

The  participation  of  DCs  in  the  in- 
creasing division  of  labor  would  be  se- 
verely restricted  if  FDI  flows,  which  con- 
stitute a  major  channel  of  international 
technology  transfers,  were  concentrated 
on  a  few  advanced  Dc  hosts.  If,  for  what- 
ever reason,  such  a  pattern  of  FDI  flows  to 
CDs  does  not  change  over  time,  the  ma- 
jority of  DCs  would  probably  receive  less 
capital  and  technology  than  would  be 
necessary  to  benefit  from  the  globalization 
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of  production  and  markets.  As  a  conse- 
quence, these  DCs  could  be  caught  in  a 
poverty  trap:  Globalization  would  only 
support  some  advanced  DCs  that  have  a 
command  of  the  relevant  technologies,  but 
would  not  induce  economic  development 
in  less  advanced  DCs.  However,  the  as- 
sumption of  a  more  or  less  constant  pat- 
tern of  FDI  flows  to  selected  DCs  is  not 
compatible  with  changes  in  the  regional 
distribution  of  FDI  flows  since  1980 
(Figure  2): 

•  East  Asia's  share  in  world  FDI  flows 
has  nearly  quadrupled  since  1980.  This 
region  did  not  maintain  close  institu- 
tionalized ties  with  either  the  EU  or 
NAFTA.  Moreover,  increasing  FDI  among 
Asian  DCs  can  only  partly  explain  the 
rising  share  of  East  Asia  in  world  FDI 
flows.  Hence,  the  dramatic  shift  of  FDI 
to  this  region  has  to  be  attributed  to 
globalization  effects  to  a  significant 
extent. 

•  The  rise  in  East  Asia's  FDI  share  is 
largely  due  to  China's  emergence  on 
world  capital  markets.  FDI  in  China 
soared  from  virtually  zero  in  1980  to 
US$33.8  billion  in  1994  (World  Bank 
a).  Asian  NIEs  benefited  from  Chinese 
liberalization  and  have  become  major 
investors  in  this  country  (UNCTAD 
1995a).  However,  the  rising  attractive- 
ness of  China  for  foreign  investors 
was  not  at  the  expense  of  other  East 
Asian  recipients.  FDI  flows  to  East 
Asian  DCs  other  than  China  increased 
s6venfold  from  1980  to  1994. 

•  Post-socialist  countries  in  transition 
(notably  those  in  Central  Europe)  re- 
present the  second  group  which  in- 
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Figure  1 
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Figure  2 

THE  REGIONAL  DISTRIBLTnON  OF  FDI  FLOWS  TO  DCs^  1980-1994 
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1994  —  figures  are  World  Bank  projections. 
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creased  its  share  in  total  FDI  flows. 
This  development  is  obviously  related 
to  the  progress  achieved  in  economic 
transformation,  which  encouraged  the 
integration  of  transition  economies  into 
the  international  division  of  labor. 

•  Latin  America,  which  traditionally  was 
the  preferred  host  region  for  FDI  in  the 
Third  World,  appears  to  be  the  main 
loser.  However,  the  regional  share  in 
total  FDI  flows  tends  to  obscure  sev- 
eral factors  relevant  for  assessing  the 
position  of  Latin  American  economies 
in  the  context  of  globalization.  First  of 
all,  FDI  flows  to  Latin  America  have 
recovered  significantly  since  the  late 
1980s.  The  preliminary  figure  of  US$17.8 
billion  for  1994  exceeded  the  inflows 
of  1988  by  a  factor  of  2.2  (World  Bank 
a).  Furthermore,  several  countries  in 
this  region  (including  Argentina,  Chile, 

•  and  Mexico)  belonged  to  the  best  per- 
formers when  average  annual  FDI  in- 
flows in  1993-1994  are  compared  with 
1983-1988.^  Particularly  the  favorable 
position  of  Argentina  and  Mexico  in- 
dicates that  attractiveness  for  FDI  may 
be  regained  in  the  aftermath  of  ma- 
jor economic  crises,  once  consistent  do- 
mestic policy  reforms  comprising  macro- 
economic  stabilization  and  structural 
adjustment  are  implemented.'*  The  coun- 

•  terfactual  is  provided  by  Brazil,  which 
was  less  reform-minded  until  recently. 
Brazil  lost  its  top  position  with  regard 


FDI  flows  to  Mexico  more  than  doubled,  while 
FDI  flows  to  Chile  and  Argentina  rose  by  factors  of 
3.9  and  7.3  (UNCTAD  1995s,  Annex  Table  1). 

Vhc  peso-crisis  of  Mexico  in  December  1994 
revealed,  however,  that  remaining  economic  and 
political  risks  had  been  ondcrestimatcd. 


to  FDI  inflows;  FDI  flows  to  Brazil  in 

1993  were  only  half  the  average  figure 
for  1983-1988,  and  recovered  only  in 

1994  (UNCTAD  1995c,  Annex  Table  1). 

This  evidence  on  FDI  in  DCs  is  dif- 
ficult to  reconcile  with  the  idea  that  only 
few  DCs  may  benefit  from  globalization. 
Underlying  this  widespread  mispercep- 
tion  is  the  observation  that  between  two 
thirds  and  three  quarters  of  total  FDI 
flows  to  DCs  have  persistently  been  ab- 
sorbed by  the  ten  largest  host  economies 
(e.g.,  UNCTAD  1995b).  But  the  country 
composition  of  the  group  of  best  per- 
formers changes  over  time.  The  top  ten 
of  1984  experienced  a  decline  in  their 
share  in  total  FDI  flows  to  DCs  until 
.1994.  This  decline  was  rather  modest 
(from  77  per  cent  in  1984  to  73  per  cent 
in  1994),  since  China,  which  belonged  to 
the  largest  hosts  in  1984  already,  ex- 
perienced a  steep  increase  in  its  share 
(from  15  to  42  per  cent);  excluding  China, 
the  share  of  the  remaining  nine  top  per- 
formers of  1984  was  cut  half  to  31  per 
cent  in  1994  (World  Bank  a).^ 

More  importantly  though,  the  notion 
of  highly  concentrated  FDI  flows  to  a  few 
DCs  is  mistaken  because  the  chances  of 
newcomers  to  enhance  their  locational 
attractiveness  for  foreign  investors  are 
determined  by  per  capita  FDI  inflows.  The 
frequently  noted  concentration  is  mainly 
the  result  of  a  large  country  bias.  In  per 
capita  terms,  various  small  DCs  proved 
more  attractive  for  FDI  than  larger  coun- 


Thc  share  of  the  25  best  performers  of  1984 
in  total  FDI  flows  to  all  DCs  declined  from  92  to 
78  per  cent  if  China  is  included,  and  from  77  to  36 
per  cent  if  China  is  excluded. 
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tries.  FDI  patterns  in  Latin  America  pro- 
vide a  case  in  point  (Nunnenkamp  1996). 
Within  a  sample  of  18  Latin  American  host 
countries,  the  three  smallest  economies  (in 
terms  of  population  in  1992)  were  indeed 
among  the  best  performers  in  attracting 
foreign  investors.  For  instance,  per  capita 
FDI  inflows  of  Trinidad  and  Tobago  in 
1990-1994  (US$216)  were  more  than  twice 
the  figure  for  Argentina.  In  the  same  pe- 
riod, Costa  Rica  received  higher  per  capita 
inflows  (US$60)  than  Mexico  (US$54),  and 
Jamaica  came  very  close  to  Mexico's  per 
capita  inflows. 

Finally,  the  chances  of  newcomers  to 
participate  in  globalization  have  further 
improved  because  some  relatively  advanced 
DCs  became  involved  in  outward  FDL 
The  contribution  of  DCs  to  worldwide  FDI 
outflows  is  still  fairly  low.  But  their  share 
increased  from  an  average  of  5.8  per  cent 
in  1983-1988  to  14.8  per  cent  in  1994 
(UNCTAD  1995c,  Annex  Table  2).  DC  in- 
vestors are  playing  a  significant  role  in 
specific  recipient  countries.  This  applies 
especially  to  the  Asian  region,  where  NIEs 
have  emerged  as  major  foreign  investors 
in  ASEAN  countries  and  China  (UNCTAD 
1995a;  Riedel  1991).  Taken  all  this  evidence 
together,  there  is  no  empirical  support  for 
the  claim  that  FDI  flows  are  persistently 
concentrated  on  a  small  group  of  advanced 
DCs. 


Indonesia's  Perspectives  in  a  Global 
Economy 

Indonesia  has  shown  a  remarkable  eco- 
nomic development  over  the  last  decades. 
Indonesia  has  recently  left  the  "low-in- 


come" category  defined  by  the  World  Bank, 
and  is  now  in  the  "lower  middle  income" 
section.  In  terms  of  Purchasing  Power 
Parity  adjusted  GDP  figures,  it  has  now 
a  per  capita  income  of  about  14  per  cent  of 
the  US  per  capita  income  (World  Bank  b). 
This  is  higher  than  the  per  capita  income 
of,  say,  China  (10  per  cent)  and  India  (5 
per  cent).  Such  a  development  is  all  the 
more  remarkable  because  in  1960,  Indo- 
nesia's per  capita  income  was  comparable 
to  China's  per  capita  income  and  much 
lower  than  India's  per  capita  income 
(PWT  1994).  Nevertheless,  Indonesia  has 
a  long  way  to  go  to  catch  up  economic- 
ally with  the  leading  industrialized  coun- 
tries. Successful  participation  in  global- 
ization is  a  means  to  achieve  this  end. 

Determinants  of  Success  and  Failure 

The  previous  sections  demonstrated  that 
exogenous  factors  cannot  account  for  the 
different  degree  to  which  various  DCs  are 
participating  in  the  globalization  of  pro- 
duction and  markets.  Neither  the  recent 
move  towards  regional  integration,  nor 
the  presumed  delinking  of  many  DCs  from 
technology  and  FDI  flows  can  explain 
why  some  DCs  are  catching  up  and  why 
others  are  falling  behind.  This  finding 
puts  into  perspective  those  DC  economic 
policies  that  shape  the  international  com- 
petitiveness of  immobile  factors  of  pro- 
duction. DCs  have  to  acknowledge  that 
they  are  no  longer  free  to  pursue  eco- 
nomic policies  of  their  own  liking  if  they 
want  to  participate  in  globalization.  As  it 
seems,  there  are  no  promising  policy  al- 
ternatives to  striving  for  macroeconomic 
stability,  encouraging  investment  in  phy- 
sical and  human  capital,  and  ensuring 
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openness  with  regard  to  international  trade 
and  capital  flows.  In  this  chapter,  I  will 
compare  Indonesia's  record  with  that  of 
other  DCs  competing  for  global  markets. 

The  future  success  of  newcomers  in 
joining  the  globalization  club  mainly  de- 
pends on  their  domestic  economic  policy 
framework.  Some  basic  conclusions  emerge 
from  the  experience  of  the  frontrunners 
among  DCs,  which  are  mainly  located  in 
Asia.  First,  and  most  obviously,  openness 
towards  world  markets  is  a  precondition 
for  becoming  involved  in  the  globalization 
strategies  of  multinational  corporations. 
Openness  has  several  dimensions.  New- 
comers in  globalization  should  join  the 
current  trend  of  liberalizing  FDI  regula- 
tions -in  order  to  make  use  of  foreign 
capital  as  an  engine  of  economic  growth. 
Policy  disincentives  which  discourage  for- 
eign companies  to  transfer  technology 
through  licensing  and  similar  arrange- 
ments should  be  removed.  Import  liberal- 
ization is  becoming  more  important  in 
preventing  a  policy-induced  anti-export 
bias  as  outright  export  subsidies  have  to 
be  phased  out  under  the  new  WTO  rules. 
The  removal  of  trade  barriers  encourages 
an  efficient  allocation  of  resources  and, 
hence,  improves  the  locational  attractive- 
ness for  globalized  production.  Put  dif- 
ferently, creating  an  competitive  business 
environment  by  means  of  openness  mea- 
sures is  a  necessary  but  not  a  sufficient 
condition  for  success  in  attracting  global 
investors. 

Macroeconomic  stability,  namely  the 
absence  of  high  and  volatile  rates  of  in- 
flation, is  another  indicator  of  a  sound  bu- 
siness environment.  High  rates  of  infla- 
tion render  it  difficult  for  consumers  and 


producers  to  identify  relative  price  changes. 
The  reduced  informational  content  of  ob- 
served price  changes  results  in  higher  in- 
vestment risks,  and  in  misallocation  of  re- 
sources. Inflation  safe,  though  less  pro- 
ductive investments  will  be  preferred.  Al- 
though unexpected  inflation  may  have  a 
positive  output  effect  in  the  short  run  by 
reducing  real  wages,  money  illusion  is 
unlikely  to  prevail  for  long.  Future  wage 
demands  will  take  into  account  the  expect- 
ed rate  of  inflation.  Eventually,  this  pro- 
cess may  end  up  in  hyperinflation,  output 
decline,  soaring  unemployment,  and  polit- 
ical instability.  Among  DCs,  Latin  America 
performed  most  unfavorably  in  this  re- 
spect until  recently,  followed  by  Sub- 
Saharan  Africa,  whereas  Asian  DCs  per- 
formed relatively  well  (Figure  3). 

Persistent  inflation  is  generally  home- 
made, since  budget  deficits  of  the  gov- 
ernment are  its  main  reason.  This  is  most 
obvious  when  deficits  are  financed  by 
printing  money.  Alternatively,  the  higher 
the  budget  deficit,  the  higher  have  to  be 
the  taxes  that  producers  and  consumers 
have  to  pay.  High  business  taxes  impair 
the  incentive  to  invest  and,  thereby,  re- 
duce productivity  growth;  high  income 
taxes  impair  the  incentive  to  work  (ex- 
cept for  work  in  the  underground  eco- 
nomy) and,  thereby,  further  enforce  the 
pressure  to  increase  taxes.  It  follows  that 
countries  with  large  budget  deficits  and 
high  rates  of  inflation  are  relatively  un- 
attractive locations  for  international  in- 
vestors and  cannot  be  expected  to  experi- 
ence strong  economic  growth  in  the  long 
run. 

That  is,  macroeconomic  stability  ap- 
pears to  be  another  necessary  prccondi- 
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Figure  3 


MACROECONOMIC  INDICATORS  BY  REGION 
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Source:  Barro,  Lee  (1996);  PWT  5.6  (1994);  World  Bank  (1996); 

East  Asia:  P.R.  China,  Indonesia,  South  Korea,  Philippines,  Thailand;  South  Asia:  Bangladesh.  India, 
Nepal,  Pakistan,  Sri  Lanka;  Latin  America:  Argentina,  Brazil,  Chile,  Colombia,  Mexico;  Sub-Saharan 
Africa:  Cameroon,  Cote  d'lvoire,  Ghana,  Kenya,  Tanzania;  and  Central  Europe:  Bulgaria,  Czech  Re- 
public, Hungary,  Poland,  Romania. 

"Average  annual  inflation  rate  (%),  1 984 
In  per  cent  of  GDP,  constant  international  prices,  1 992 
Average  years  of  schooling  of  the  population  aged  1 5  and  over,  1 990 
Different  country  definitions  of  regions 
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tion  for  participating  in  globalization.  In 
a  stable  macroeconomic  environment,  in- 
vestment can  be  expected  to  be  higher  be- 
cause risks  are  reduced.  More  investment 
enlarges  the  stock  of  capital  per  worker, 
increases  labor  productivity,  and  produces 
higher  incomes  in  the  long  run.  With  re- 
gard to  physical  capital  accumulation, 
low-inflation  East  Asia  displayed  an  out- 
standing performance  among  DCs  (Figure 
3).  But  physical  capital  accumulation  is 
not  all  that  matters.  Human  capital  accu- 
mulation may  be  even  more  important  as 
a  driving  force  of  economic  growth.  This 
is  all  the  more  so  in  the  global  economy, 
given  that  the  diffusion  of  new  technolo- 
gies is  advanced  by  declining  information 
and  transaction  costs,  and  the  application 
of  such  technologies  depends  on  the  avail- 
ability of  complementary  local  skills.  Taking 
average  years  of  schooling  as  proxy  of  the 
stock  of  human  capital,  this  consideration 
is  supported  at  least  partly:  Among  DCs, 
East  Asia  is  again  the  best  performing  re- 
gion (Figure  3). 

Indonesia's  Performance 

Putting  Indonesia's  recent  performance 
with  regard  to  inflation,  investment,  and 
schooling  (Table  2)  into  perspective,  the 
evidence  again  demonstrates  an  impres- 
sive performance  which  is  unmatched  by 
many  other  DCs,  especially  by  DCs  from 
other  regions.  However,  a  closer  look  at 
other  large  or  dispersed  Asian  DCs  raises 


It  should  be  noted  that  high  investment  rates 
usually  reflect  high  domestic  savings.  This  is  so  be- 
cause the  difference  between  investment  and  do- 
mestic savings  equals  the  current  account  deficit, 
which  rarely  exceeds  5  per  cent  of  GDP  over  longer 
time  periods. 
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second  thoughts.  That  is,  taking  the  fig- 
ures at  face  value  and  extrapolating  cur- 
rent trends,  one  would  predict  that  Indo- 
nesia could  be  outperformed  by  China  in 
terms  of  per  capita  income,  because  China 
displays  a  higher  rate  of  investment  and 
a  better  educated  workforce.  By  contrast, 
largely  thanks  to  Indonesia's  high  rate  of 
investment  in  physical  capital,  India  would 
probably  stay  behind  Indonesia.  The  Phi- 
lippines seems  to  represent  a  case  in  be- 
tween these  two  extremes:  physical  cap- 
ital investment  is  lower  than  in  Indonesia, 
but  human  capital  investment  as  measured 
by  the  education  of  the  workforce  is  higher. 

If  anything,  Indonesia's  performance 
with  regard  to  human  capital  formation  as 
measured  by  schooling  rates  is  what  is 
less  impressive  by  East  Asian  standards. 
A  low  educational  status  of  the  work- 
force may  prove  to  be  a  bottleneck  for  eco- 
nomic development.  There  is  some  em- 
pirical evidence  from  cross-country  stu- 
dies that  human  capital  formation  is  at 
least  as  important  for  economic  growth 
than  physical  capital  formation  (Mankiw 
et  al.  1992,  Gundlach  1995).  Therefore,  im- 
proving the  educational  status  of  the  work- 
force seems  to  be  one  of  the  major  tasks  of 
policy  makers  in  Indonesia  in  order  to  sus- 
tain the  present  rate  of  economic  develop- 
ment. 

Returning  to  the  discussion  in  sec- 
tion II  which  identified  globalization  as 
a  trend  increase  in  FDI  relative  to  trade 
and  production,  it  is  quite  interesting  to 
see  how  the  Indonesian  economy  com- 
pares in  this  respect,  again  relative  to 
other  Asian  DCs.  The  main  point  to  note 
in  Table  3  is  that  although  FDI  inflows 
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Table  2 

MACROECONOMIC  INDICATORS  FOR  ASIAN  DCs 


Inflation*  Investment  Schooling'' 

1984-1994  1992  1995 


Indonesia                              8.9                               25.3  21.2 

China                                 8.4                              24.0  32.7 

India                                  9.7                              12.9  20.2 

Philippines                          10.0                              16.0  30.8 

Source:  Ahuja,  Filmer  (1995);  PWT  (1994);  World  Bank  (b) 

^Average  annual  rate  (%) 

per  cent  of  GDP,  measured  at  constant  international  dollars 
'Proportion  of  population  between  6  and  60  years  (not  in  school)  with  some  secondary  schooling 


have  grown  faster  than  production  in 
Indonesia,  exports  have  not  grown  faster 
than  production,  in  contrast  to  the  other 
Asian  DCs  in  the  table  and  in  contrast  to 
a  general  pattern  found  for  successful  new- 
comers in  globalization  (Nunnenkamp, 
Gundlach,  1995).  This  finding  for  Indonesia 
should  not  be  overinterpreted  because  it 
may  simply  reflect  a  specific  development 
occurring  in  the  time  period  under  con- 
sideration, e.g.  a  current  account  deficit. 
If  so,  focusing  on  imports  rather  than  on 
exports  as  an  indicator  of  trade  perform- 
ance would  probably  change  the  picture. 
Still,  the  lesson  that  can  be  learned  from 
other  successful  DCs  recently  going  global 
is  this:  slower  export  growth  than  produc- 
tion growth  is  unlikely  to  be  sustainable 
in  the  longer  run  if  the  Indonesian  eco- 
nomy is  to  move  up  the  international  in- 
come ladder,  as  it  has  in  the  past. 

As  another  central  point,  the  structure 
of  Indonesia's  labor  market  deserves  atten- 
tion. Compared  to  average  middle  income 
economics,  Indonesia's  agricultural  sector 
is  much  larger  in  terms  of  employment,  and 


its  industry  and  service  sectors  are  much 
smaller.  E.g.,  Indonesia's  agricultural  sec- 
tor accounts  for  about  30  per  cent  of  the 
total  workforce  compared  to  about  18  per 
cent  for  the  aveT&ge  middle  income  eco- 
nomy,  whereas  its  industrial  sector  ac- 
counts for  about  nine  per  cent  of  the  total 
workforce  compared  to  about  16  per  cent 
for  the  average  middle  income  economy 
(Filmer  1995).  That  is,  a  successful  catch- 
ing up  of  the  Indonesian  economy  with 
more  advanced  DCs  and  industrialized 
economies  requires  a  substantial  change  in 
the  distribution  of  the  workforce  across 
sectors,  namely  from  agriculture  to  indus- 
try and  to  services.  While  services  largely 
constitute  a  sector  that  is  less  exposed  to 
international  competition,  industry  is  the 
sector  where  globalization  is  proceeding 
very  quickly. 

Therefore,  in  my  view,  the  transform- 
ation from  agriculture  to  industry  is  an- 
other important  issue  for  economic  policy 
in  Indonesia.  To  avoid  frictional  unem- 
ployment in  the  transition  period,  it  is 
most  important  that  the  growth  momen- 
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INDICATORS  OF  GLOBALIZATION:  ASIAN  DCs 


Production' 


Trade 


FDI 


1985 

1994 

Average 
annual  rate 
of change 
(%) 

1985 

1994 

Average 
annual  rate 
of change 

(%) 

1.48 
7.31 

1.77 
7.94 
5.19 
0.50 

1.99 
0.92 
1.76 
0.93 

0.95 
1.40 
0.47 
0.24 

0.95 
2.87 
0.59 
0.32 

0 

7.98 
2.23 
3.20 

4.43 
0.46 

1985  1994 


Average 
annual  rate 
of change 

(%) 


Indonesia 

China 

India 

Philippines 


0.64  0.99  4.85 
3.44     15.9  17.01 


0.02  0.38 


36.81 


Source:  GATT  (var.  iss.);  IMF  (var.  iss.);  PWT  (1994) 

^Share  in  world  GDP,  calculated  from  PWT  (1994)  for  1 1 1  countries  (%) 

Share  in  world  exports  (%) 

Share  in  world  FDI  inflows  (%) 
'*1993 


turn  of  the  economy  is  sustained.  Macro- 
economic  stability,  a  high  rate  of  invest- 
ment, the  import  of  technology  through 
FDI  and  other  forms  of  international  in- 
vestment corporation,  and  a  good  educa- 
tional status  of  the  workforce  are  all  fac- 
tors which  shape  the  performance  of  every 
single  economy  in  an  integrating  world. 
At  present,  Indonesia  seems  to  be  in  a 
better  position  than  many  other  DCs  to 
master  the  economic  challenges  ahead. 
Compared  to  its  Asian  competitors,  how- 
ever, the  performance  regarding  interna- 
tional trade  shares  and  domestic  human 
capital  formation  should  be  a  matter  of 
concern. 
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Book  Review 


US  Subversion  in  Indonesia 


SUBVERSION  AS  FOREIGN  POUCY:  The 
Secret  Eisenhower  and  Dulles  Debacle  in 
Indonesia,  by  Audrey  R.  Kahin  and  George 
McT.  Kahin,  The  New  Press,  New  York, 
United  States.  This  review  article  by  M. 
Abriyanto  is  translated  from  its  originally 
Indonesian  version. 

I 

ANOTHER  contribution  is  received 
by  the  Indonesian  people  in  the 
form  of  information  from  non- 
Indonesian  authors,  who  write  a  book  on 
the  US  involvement  in  Indonesia  in  the 
1950s.  The  names  of  the  couple  Audrey  R. 
Kahin  and  George  McT.  Kahin  are  quite 
well  known  by  many  Indonesians,  especial- 
ly among  intellectuals,  politicians  and  the 
military. 

The  content  of  this  book  has  become 
more  actual,  because  it  discusses  the  strug- 
gle of  the  Indonesian  people  in  looking  for 
the  significance  of  their  independence.  One 
can  imagine  that  after  gaining  independ- 
ence in  1945,  the  Indonesian  nation  is  look- 
ing for  an  appropriate  form  of  government 
to  run  the  stale  administration.  Each  com- 
munity leader  (from  political  parlies,  the  mil- 
itary, government,  and  prominent  figures 
in  society)  tried  to  combine  democratic  life 
of  the  West  with  that  of  Indonesia  al  that 
time. 


Meanwhile,  actions  to  undermine  this 
young  Republic  kept  being  launched  by  ex- 
ternal forces  (the  Dutch  and  the  Allied 
Forces).  The  realisation  of  the  United  States 
of  Indonesia  (Republik  Indonesia  SerikatI 
RIS),  as  the  result  of  the  Round  Table  Con- 
ference (1949)  was  proof  that  the  avenue 
to  negotiation  had  been  very  hard.  The  ex- 
istence of  15  Federal  States  formed  by  the 
Dutch  was  an  indication  that  the  Dutch 
tried  to  maintain  its  presence  in  Indonesia's 
political  life. 

However,  the  existence  of  RIS  had  been 
shortlived  because  it  became  the  Unitary 
State  of  Indonesia  in  1950.  The  birth  of 
the  unitary  state  proved  that  the  avenue 
to  negotiation  chosen  by  Indonesia's  na- 
tional leaders  was  quite  appropriate.  Fur- 
thermore, it  was  also  an  indication  that  the 
role  played  by  the  Indonesian  figureheads 
(especially  Hatta),  in  settling  the  problem 
with  the  Dutch  through  negotiation  was 
successful,  compared  to  the  others  who 
stubbornly  opted  for  an  armed  confronta- 
tion. 

The  method  of  negotiation  was  also  inter- 
nationally regarded  very  positive,  because 
in  this  way  the  Dutch  and  other  Western 
countries  assessed  that  Indonesia  still  had 
the  "tolerance  for  a  dialogue"  with  the  co- 
lonialists. 
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In  light  of  a  more  macro  dimension  this 
means  that  Indonesia,  at  the  outset  of  the 
Cold  War  between  the  Western  Front  (the 
US)  and  the  Eastern  Front  (the  Soviet 
Union)  was  considered  a  still  "controllable 
country".  This  was  a  blessing  in  disguise 
because  the  international  world  indirectly 
put  pressure  on  the  Dutch. 

In  addition,  domestically  the  era  of  the 
1950s  was  one  "full  of  trial  and  error  in 
practising  democracy"  in  all  fields.  Because 
it  is  an  era  of  parliamentary  democracy, 
whereby  the  presidential  power  was  quite 
limited. 

On  the  one  hand,  this  condition  inter- 
estingly led  the  Indonesian  people  to  the 
experience  of  political  education,  oh  the 
other  hand,  the  frequent  changes  of  the 
Indonesian  Cabinet  took  a  quite  heavy 
toll  in  society  in  the  1950s.  With  regard  to 
this  societal  toll  it  was  felt  that  there  were 
differing  views  concerning  Indonesia's  fu- 
ture between  groups  of  politicians,  the  very 
influential  central  leadership  (particularly 
in  Jakarta)  and  a  similar  group  of  the  regions 
(particularly  outside  Java). 

II 

The  different  views  concerning  the  "the 
struggle  to  determine  the  future  of  the  na- 
tion and  state"  continued,  following  a  num- 
ber of  great  happenings,  such  as  the  17  Oc- 
tober 1952  Affair  (a  number  of  Army  elites' 
coercion  on  the  cabinet  to  carry  out  their 
wishes)  and  the  1955  General  Election  (which 
brought  about  an  uncertain  socio-political 
picture). 

When  the  former  gives  the  impression 
that  the  armed  forces  (the  army)  wished 
to  take  part  in  politics  aside  from  safeguard- 
ing the  national  security  by  means  of  arms 


(in  the  course  of  the  armed  forces'  history 
this  military  involvement  gave  birth  to 
the  concept  of  Dual  Function  which  has 
been  applied  to  date),  the  latter  gives  the 
impression  that  in  the  unitary  state  of  In- 
donesia there  was  not  yet  any  dominant 
political  power.  On  the  contrary,  a  new 
political  power  (candidate)  emerged,  name- 
ly Partai  Komunis  Indonesia  (Indonesian 
Communist  Party)  amongst  the  four  exist- 
ing great  parties  (Partai  Nasional  Indo- 
nesia/P'Nl,  Masyumi,  NU).  Worth  noting  in 
this  general  election  was,  as  a  foreign  ob- 
server, Boyd  R.  Compton  (1992)  put  it,  "the 
polls  and  counting  of  votes  have  been 
done  with  high  organisational  precision. 
Order  and  discipline  have  been  carried 
out  extraordinarily."  And  "nearly  ninet>'  per 
cent  of  the  votes  have  been  registered." 

Consequently,  internationally  Indonesia 
was  regarded  a  unitary  state  ruled  on  the 
basis  of  a  multiparty  compromise.  On  the 
other  hand,  there  might  be  some  apprehen- 
sion that  Indonesia  would  adhere  to  a  com- 
munist ideology,  considering  that  PKI  had 
gained  a  substantial  number  of  votes,  es- 
pecially in  Java.  Another  possibility  might 
be  that  Indonesia  would  adhere  to  the  Is- 
lamic ideology,  whereby  two  of  the  parties 
with  a  great  number  of  votes  adhered  to 
the  Islamic  faith  (Masyumi  and  Nahdlatul 
Ulama). 

Ill 

Audrey  and  George  McT.  Kahin  deliber- 
ately focus  their  research  for  their  book  on 
the  US  foreign  policy  in  Indonesia  during 
the  1950s.  The  impact  of  the  17  October  1952 
Affair  and  (especially)  that  of  the  1955  Gen- 
eral Election  on  US  foreign  policy  led  the 
US  to  viewing  Indonesia's  socio-political 
development  more  seriously. 
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The  emergence  of  the  communist  power 
(PKI  -  the  Indonesian  Communist  Party), 
for  example,  caused  US  apprehension  for 
one,  for  fear  of  the  possibility  of  support 
from  the  Soviet  Union  and  its  allies.  The 
containment  policy  to  counter  communism 
which  was  thereafter  known  as  the  the  Tru- 
man Doctrine,  though  it  had  been  originally 
adopted  for  the  European  region,  due  to  the 
increased  communist  development  in  the 
East  (PRC),  was  also  focused  on  the  Asian 
region. 

In  Asia,  for  example,  the  US  contained 
the  communist  power  through  South  Korea, 
Japan,  Taiwan,  the  Philippines  with  the  sup- 
port from  Australia  and  New  Zealand.  This 
strategy  would  be  more  enhanced  if  Indo- 
nesia took  part  in  this  scenario. 

Besides,  the  emergence  of  communist  po- 
wer also  indicated  that  poverty  and  social 
jealously  on  the  island  of  Java  gave  cause 
for  concern,  so  that  the  emotion  of  society 
would  be  easily  manipulated  by  the  com- 
munists. 

Outside  Java,  although  communist  po- 
wer was  relatively  weaker,  cases  of  poverty 
and  social  jealously  had  aroused  serious 
social  unrest.  Apprehension  for  the  future 
of  the  regions  had  urged  the  people  there 
to  ask  for  a  more  transparent  stance  of  the 
central  government. 

Due  to  the  reasons  mentioned  earlier, 
the  US  policy  under  President  Eisenhower 
and  supported  by  his  trustworthy  aides 
Secretary  of  State,  John  Foster  Dulles  and 
Allen  Dulles  (CIA  Director)  needed  to  con- 
duct quick  and  proper  actions  to  contain 
the  development  of  communism  in  the 
Asian  region.  The  Indonesian  power  con- 
stellation, which  tended  to  favour  PKI's 


THE  INDONESIAN  QUARTERLY,  XXV/1 

position  behind  President  Soekarno's  au- 
thority had  increased  the  US  apprehension. 
Hence,  as  explained  very  accurately  in  this 
book,  the  US  apprehension  was  such  that 
it  sent  not  only  three  experts  from  its  intel- 
ligence agency  (CIA),  but  also  those  of  the 
Naval  power  and  the  air  force's  camou- 
flage. This  array  of  the  US  involvement  was 
also  supported  by  its  Asian  Allies  (the  Phi- 
lippines, Taiwan,  Singapore,  South  Korea). 

The  Indonesian  military  strength  ~  es- 
pecially the  army  ~  also  caused  the  US  fear 
for  Indonesia's  fate.  The  US  did  look  for  a 
solid  guarantee  from  the  military  to  balance 
Soekarno's  political  power  which  tilted  to 
the  left  (communist).  However,  owing  to  the 
rift  that  occurred  within  the  military,  such 
as  the  difiering  views  between  the  military 
at  the  central  government  and  in  the  re- 
gions, led  the  US  to  opting  for  the  support 
of  the  rebels  in  the  regions.  For  the  simple 
reason  in  that  the  military  at  the  centre  was 
too  much  influenced  by  Soekarno's  pol- 
icies. The  strategy  ~  though  is  considered 
quite  incorrect  and  the  US  lacking  of  ade- 
quate intelligence  report  about  Indonesia  — 
it  was  not  hundred  per  cent  wrong  viewed 
from  the  angle  of  US  foreign  policy  at  that 
time.  It  was  thereafter  that  the  US  involve- 
ment in  the  rebelling  regions  (Sumatra  and 
Sulawesi)  became  a  fact. 

IV 

The  astuteness  of  Nasution,  who  held 
the  highest  authority  of  the  central  level  of 
the  army,  to  negotiate  with  the  US  and  its 
allies  opened  a  new  page  for  the  West  in 
viewing  Indonesia's  position. 

The  reconciliation  of  the  army  at  the 
centre  with  the  US  appeared  to  be  an  in- 
spiration for  the  US  policy  decision  makers 
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that  the  strongest  guarantee  that  Indonesia 
would  not  become  a  communist  country  is 
in  Jakarta  and  not  in  the  regions. 

Intensive  communication  with  the  US 
Embassy  in  Indonesia  also  played  an  im- 
portant role  in  this  respect.  As  a  consequ- 
ence the  US  stopped  giving  aid  to  the  rebels 
(the  more  so  after  an  American  pilot  Allen 
L.  Pope  was  captured  after  his  plane  had 
been  shot  down). 

The  two  writers  do  not  elaborate  fiirther 
on  the  declining  morale  of  the  rebels,  es- 
pecially in  Sulawesi  (Permesta).  In  the  light 
of  its  strategy,  Permesta's  rebellion  had 
been  more  systematically  planned  than 
that  of  the  PRRI  rebels  (in  Sumatra).  Per- 
mesta's grand  strategy,  for  example,  had 
been  planned  by  those  who  were  really  ex- 
perienced in  carrying  out  the  regional  ad- 
ministration when  this  territory  had  been 
categorised  as  the  State  of  East  Indonesia 
in  the  post- 1945  independence  era. 

And  in  fact,  the  aid  from  outside  sources 
to  the  rebel  forces  had  not  been  appropri- 
ately planned.  It  happened  out  of  the  blue 
or  in  other  words,  "it  was  based  on  mu- 
tually taking  advantage."  It  is  difficult  to 
say  that  it  was  the  US  that  had  instigated 
the  rebellion  in  Sumatra  and  Sulawesi. 
What  happened  was  that  the  rebellion  had 
broken  out  naturally,  and  in  its  development 
the  rebels  eventually  established  cooperative 
relations  with  the  US. 

The  greatest  effect  of  this  historical  affair 
is  evident  presently,  when  the  national  gov- 
ernment has  not  as  yet  clearly  formulate  the 
problem  of  granting  autonomy  to  the  re- 
gions. Some  people  are  concerned  that  the 
"old  wound"  of  PRRI/Permesta  would  af- 
fect the  present  new  generation. 


The  increasingly  more  frequent  societal 
disturbances  that  have  occurred  lately,  the 
widening  gap  between  the  rich  and  the 
poor  throughout  Indonesia,  the  regional 
revenues  which  have  been  substantially 
absorbed  by  Jakarta,  are  part  of  the  cases 
that  give  rise  to  a  big  question  mark  posed 
by  the  public  at  large  on  the  island  of  Java 
concerning  the  authority  .and  competence 
of  the  Government  in  carrying  out  the  over- 
all public  administration. 

Or  perhaps  it  would  be  more  advisable 
to  translate  this  book  into  Indonesian  so 
as  the  enable  the  younger  generation  to 
read  it.  It  is  also  hoped  that  by  translating 
this  book  a  great  number  of  young  re- 
searchers will  be  stimulated  to  write  similar 
books  using  other  themes  on  the  demand 
for  greater  autonomy  which  has  developed 
in  some  regions  today. 
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